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TimberWest 


Financial highlights 


Year ended 


$ Millions Dec 31,1999 
Sales $ 456.6 
Operating earnings 92.4 
Earnings available for distribution, before capital asset write-down 62.6 
Distributable cash 83.3 
Distributions declared 10) 
Total assets OOH, 
Long-term debt 326.8 


$ Per Stapled Unit and equivalent amounts (except as noted) 


Earnings available for distribution, before capital asset write-down 0.90 


Distributable cash 1.20 
Distributions declared 1.08 
Weighted average Stapled Units 

& equivalents outstanding (000s) 69,608 


Closing price per Stapled Unit on 
The Toronto Stock Exchange 


—High $ 12.00 
—Low : 8.50 
—Close > 9.50 


Major accomplishments in 1999 


— Increased distributable cash 22% to $83.3 million 


— Declared cash distributions to unitholders totaling $1.08 per Stapled Unit 


— Increased sales of premium-priced logs to international customers by 85% 


— Achieved a 27% reduction in lost-time accident frequency 
— Began phase out of clearcutting in timberland operations 


— Implemented new watershed policy for private lands 


Year ended 
Dec 31,1998 


$ 399.8 
68.5 
43.8 
68.3 
75.0 

1,144.6 

263.5 


0.63 
0.98 
1.08 


69,608 
$ 11.60 


7.30 
8.95 


— Completed full registration of TimberWest’s Environmental Management System 


under the internationally recognized standard, ISO 14001 
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From the 
commencement 
of operations on 

June 23, 1997 to 
Dec 31, 1997 


1,203.3 
300.0 


(0.12) 
0.15 
0.58 


37,671 
$ 16.00 


9.90 
10.35 
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TimberWes 


n “has a unique 
perspective on the forest 

products business. As the 
largest private timberland 

owner in Western Canada, 
we have a timber resource 
of exceptional quality and 
the operating freedom to 

manage it for value. 


It means we can be more 


innovative and results- 
oriented in every aspect 

of our business. And it lets 
us focus relentlessly on 
delivering value to our 
unitholders. 


|| | Report to Unitholders 


Report to the Unitholders 


To Our Unitholders: 


For the year ended December 31, 1999, 
TimberWest generated distributable 
$456.6 million, a 22% improvement 
over prior year distributable cash of 
$68.3 million on sales of $399.8 million. 
Operating earnings increased 35% to 
and we generated $82.1 million in cash 
from operations, before working capital 
changes, compared to $53.0 million 

in 1998, a 55% improvement. 


Our financial performance made it 
possible to distribute $75 million to our 
unitholders, or $1.08 per unit, in line 
with the 1998 distribution. Based on the 
average market value of our units during 
1999, this represented a yield of 10.6%. 
Since the beginning of 1998, TimberWest 
has generated a total of $151.6 million, 
or $2.18 per unit, of distributable cash 
and distributed $150.4 million or $2.16 
per unit. 


Increasing Exports, 

Improving Efficiency 

Our results are particularly satisfying 
given that market conditions improved 
only slightly in 1999. Although the overall 
tone of markets brightened with signs 

of recovery in the Japanese market and 
some early improvement in pulp and 
paper markets, price recovery did not 
immediately follow. 


TimberWest’s gains were achieved 
primarily through increased export sales 
of logs. While maintaining shipments to 
Japan close to 1998 levels, we opened 
new markets in the U.S. Pacific Northwest 
to increase total log exports by 85% 


TimberWest closed the year, ana 
by turning in our best financial re 


the 20th century, 
sults to date. 


over-year. Logs sold in international 
markets return higher margins than those 
sold domestically; however, the present 
federal legislative restrictions still make it 
a very difficult process to export logs from 
private lands in-British Columbia, unlike 
other provinces in @anada where there 
are no restrictions on\private landowners’ 
ability to sell logs to international 
customers. 


TimberWest was also successful in holding 
costs steady during the year despite a 
significant increase in the proportion of 
timber harvest volume coming from 

more costly Crown land operations. This 
achievement reflects the overall pattern 
of greater efficiency and cost control at 
work within TimberWest. 


Ready for the New Century 


The past year left TimberWest not only 
in excellent financial shape, but also better 
positioned\ for future success. 


In April 1999, we welcomed Scott Folk to 
the Company as President and CEO. Prior 
to joining TimberWest, Scott led James 
River Timber Corp., a top-performing U.S. 
solid wood and timberland company. He 
brings us significant private timberlands 
expertise, and is helping to guide our 
strategies as we work to increase value 
for unitholders. An interview with Scott 

on page 4 describes these strategies in 
greater detail. 


Nineteen ninety-nine also brought new 
approaches to some of the most sensitive 
aspects of our business. In May, we 
announced our intention to phase out 
clearcutting. Later that month, we 
unveiled a new watershed management 
policy that strengthens our protection of 
drinking water sources on our private 


lands. In November, we successfully 
completed full registration of our 
Environmental Management System 
under the internationally recognized 
standard, ISO 14001, becoming the first 
forest company in Canada to have all of 
its operations certified to this standard. 


Each of these actions responds to the 
changing expectations of our customers, 
communities, and unitholders. We are 
also confident that these initiatives will 
help us achieve excellent environmental 
performance under British Columbia’s 
new guidelines for managing private 
timberlands, which will become effective 
in April 2000. TimberWest has been a 
strong supporter of the new regulations 
because they focus on results, not 
process, without hampering private 
landowners’ freedom to operate. 


The Perspective from Here 


The outlook for TimberWest remains 
very positive. 


As the owner of one of Canada’s largest 
and most valuable holdings of private 
timberlands, we not only have large 
volumes of high-quality timber, we also 
have the freedom to manage this 
resource responsibly in accordance with 
market opportunities and conditions. 

In the past, this combination has helped 
us deliver strong results even in very 
difficult market conditions. Now, market 
conditions are starting to improve. 


We anticipate continued slow and 
steady recovery in Asian markets in 2000, 
particularly in Japan where the signs of 


economic recovery continue to be encour- 
aging. World pulp and paper markets are 
also strengthening and are expected to 
result in increased demand and higher 
prices for wood chips, and ultimately, 

for pulp logs. 


Despite increased pressure on interest 
rates causing some decline in U.S. 
housing starts, the U.S. market should 
also remain strong this year. 


Final Notes 


It was with regret that we announced the 
resignation of Mr. Jim Logan, Senior Vice- 
President, Finance and Chief Financial 
Officer in January 2000. Jim’s contribu- 
tions to TimberWest have been significant 
and we wish him well in his new ventures. 


We are pleased to announce the 
appointment of Bev Park to the position 
of Vice-President Finance, Chief Financial 
Officer and Secretary. Bev has been with 
TimberWest since 1996 in the capacity 

of Controller and Secretary. 


We wish to thank all of the TimberWest 
customers, employees, contractors, and 
suppliers who contributed to another year 
of success at TimberWest. And finally, 
thanks to our unitholders for your 
continued support. 


On behalf of the Board of Directors, 


ike 


V. Edward Daughney, Chairman 


TimberWest’s gains were achieved primarily 
through increased export sales of logs. While 
maintaining shipments to Japan close to 1998 
levels, we opened new markets in the U.S. 
Pacific Northwest to increase total log exports 


by 85% year-over-year. 
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President and CEO 
TimberWest Forest Corp. 


Q1. Can you explain what you mean 

when you say that TimberWest is a unique 
company? That you have a different 
perspective? What makes TimberWest so 
different from other B.C. forest companies? 


S.F. TimberWest is not like any other 
B.C. forest products company. In fact, 
we’re not like any other Canadian forest 
products company. 


As the largest private timberland owner 

in the province of British Columbia, we 
enjoy a freedom that few others have. Our 
private lands are not subject to stumpage 
fees and government royalties. From a 
regulations standpoint, we operate under 
the results-driven forest management 
regulations as opposed to the process- 
heavy Forest Practices Code. This gives 
us much greater operating freedom. 


It adds up to an ability to be more business 
focused and results-oriented in our drive 
to maximize value for unitholders. We can 
harvest what the market wants — when it 
wants it. And we have greater flexibility 
when it comes to selling logs to interna- 
tional customers, even though current 
federal trade legislation makes this more 
difficult for us than for private landowners 
in other provinces. 


While we will work hard to eliminate this 
barrier, and we still have other barriers 

to deal with, it raises the bar for us from a 
business perspective. It puts TimberWest 
in a category with other world class 
timberland operators, and requires us 

to deliver a different kind of result — 
exceptional results — both in terms of 
forest management and our bottom line. 
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££ TimberWest is not like any 
other B.C. forest products 
company. In fact, we’re not like 
any other Canadian forest 
products company. 99 


Q2. TimberWest has expressed its desire to 
be a preferred timberland investment that 
consistently delivers top quartile financial 
performance. Who will you be comparing 
TimberWest with? 


S.F. If we confine the comparison to other 
British Columbia coastal producers, we 
already stack up very well. Our private 
timberlands give us a considerable cost 
advantage over our competitors, and our 
results have been consistently strong. 


But our competition is not limited to 
British Columbia — not for customers, and 
certainly not for investors. We need to 
benchmark ourselves against the world’s 
top performers. These include the U.S. 
private timberland companies. Right now, 
we don’t compare favourably against these 
companies. Our costs on a delivered log 
basis are significantly above the average 
cost of our competitors in the U.S. 


Q3. How will you achieve 
top quartile performance? 


S.F. One of our key operating strategies 
focuses on cost reduction. We need 
every part of our operation to contribute 
significantly to the bottom line. 


Driving our costs down is essential to 
getting the highest margin on every log 
we harvest so that we can consistently 
deliver acceptable returns to our unithold- 
ers. Looking at our operations, we’re 
asking ourselves how can we take more 


costs out of our structure? Where can we 
streamline? What old practices need to 
be discarded for new approaches that can 
help us be more competitive? We are 
examining everything. 


Being a top quartile timberland company 
also means being internationally competi- 
tive. I’ve already mentioned we do not 
enjoy the same freedom as other 
provinces when it comes to exporting logs 
from our private lands.That’s due to an 
outdated and unfair federal export policy 
that discriminates against private 
landowners in British Columbia. We will 
continue to stand up for private property 
rights and for equality with respect to 
trade policy. 


Q4. The B.C. Coast is one of the highest 
cost wood-producing regions in the world. 
Is first quartile performance realistic for 

a company operating exclusively in 

this region? 


S.F. Yes, but not without significant 
change. We, along with the rest of the 
B.C. coastal industry, have to figure out 
ways to dramatically lower our cost 
structure. As an industry, we’ve bound 
ourselves with rules and regulations that, 
while well intentioned, are destroying 
our competitiveness. 


The reality is, we compete in a global 
market place and the whole world now 
competes on cost. To be a winner in this 
type of arena, you have to be cost 
competitive on an international level. 
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| think people are beginning to recognize 
this. We are starting to see signs of a new 
willingness to make some long overdue 
changes and to work together in different 
ways to improve efficiency and lower 
costs. | believe people not only want the 
coastal forest industry to survive, they 
want it to prosper. 


Q5. You recently announced intentions 
to sell the Cowichan sawmill and Tree 
Farm Licence 46. Is it your intention to 
get out of the sawmill and Crown tenure 
business and focus exclusively on 
private timberlands? 


S.F. Our business is going to centre 
around private timberlands. For the right 
value, the proposed sale of the Cowichan 
mill and TFL 46 is consistent with that 
strategy. But to the extent that other 
assets complement or allow us to 
enhance the value of our private timber- 
lands, they may make sense strategically. 


Q6. Are you planning to expand your 
holdings of private timberlands? 


S.F. We have proven that we can deliver 
value from private timberlands — and we 
have done it in one of the world’s highest 
cost and most heavily regulated regions. 


It’s intriguing to consider what we could 
do if we stepped outside the boundaries 
and restrictions imposed by being in B.C. 
— particularly when we think about 
moving into an area like the U.S. Pacific 
Northwest that offers similar terrain, 
customers and market dynamics. 

So yes — we want to grow our holdings. 
Having said that, current valuations are 
high, and we have very strict financial 
criteria. 


Our first priority is to maintain strong and 
consistent distributions to our unitholders. 
We will not consider any opportunity that 
is not truly value-added. Growth has to 
be accretive to unitholders. 


Our first priority is to maintain 
strong and consistent 
distributions to our unitholders. 
We will not consider any 
opportunity that is not truly 
value-added. Growth has to be 
accretive to unitholders. 55 


Q7. What perspective do you bring to 
TimberWest as the company’s new 
President and CEO? 


S.F. | understand our industry and what 
we’re up against here in B.C. | was raised 
in B.C., and I’ve worked in the industry all 
my life...as a faller, on the line in mills, 

as a forester. 


| have also spent seven years running 

a U.S. based timber company, and | 
understand what it takes to be top quartile 
in the world. | know what an efficient cost 
structure looks like. And I’ve certainly 
learned what investors expect in terms 

of performance and return on their 
investment. TimberWest has the ability 

to get there. 


Q8. What gives you the most 
confidence in TimberWest’s future? 


S.F. First, we have a resource here that 
exceeds just about anything I’ve seen in 
the U.S. in terms of potential and quality. 
This resource is exceptional in every 
way. The high percentage of Douglas fir, 
the quality and uniformity of the timber, 
growth rates that are astronomical 
compared to other regions in B.C. 

It's an incredible resource. 


We also have the people and the 
technology. Our operating people aren't 
just using innovative logging techniques: 
they’re coming close to perfecting them. 
And they keep looking for ways to get 
better. Our planning and forest manage- 
ment is second to none, and our people 
are exceptionally good at implementing 
plans on the ground. 


But what encourages me most is the 
enthusiasm | see. TimberWest has a lot 
of very highly motivated people who are 
focused and excited about our future. 
They’re people who want us to be 
industry leaders in every respect. 


The combination of a remarkable resource 
and motivated people is nothing short of 
powertul. 
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TimberWest Forest Corp. is one of Canada’s largest businesses 
operating exclusively in the solid wood segment of the forest industry. 
We operate entirely in the coastal region of British Columbia, where we 
engage primarily in the harvesting and sale of logs. In order to optimize 
the value realized from our fibre resource and private land base, we 
also engage in the processing and sale of softwood lumber and the 
monetization of higher use properties. TimberWest Forest Corp. owns 
334,000 hectares of private timberlands with a long-run sustainable yield 
of 2.4 million m® of logs, annual Crown land harvest rights of 1.2 million m°® 
of logs, two lumbermill complexes, and 5,500 hectares of higher use 
properties. Stapled Units of TimberWest Forest Corp. are traded on 
The Toronto Stock Exchange under the symbol TWF.UN. 
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Increased distributable cash 
22% to $83.3 million 


Declared cash distributions 
to unitholders totaling 
$1.08 per Stapled Unit 


Increased sales of premium- 
priced logs to international 
customers by 85% 


Achieved a 27% reduction in 
lost-time accident frequency 


Began phase out of 
clearcutting in timberland 
operations 


Implemented new watershed 
policy for private lands 


Completed full registration of 
TimberWest’s Environmental 
Management System under 


_ the internationally recognized 


standard, ISO 14001 
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The announcement came on May 10, 1999: TimberWest was phasing out clearcutting, 
and replacing it with a system called “variable retention.” With that news, TimberWest 
signalled a fundamental shift in its operations, and in its philosophy. 


“We stood up and said we are listening to customers and communities, and we hear the 
concerns about clearcutting,” says Scott Folk, TimberWest’s President and CEO. “Variable 
retention is the first step toward finding new and better ways to operate in the woods.” 


Unlike clearcutting, which removes all trees from a harvest site, variable retention ensures 
that a natural range of stand structure, forest structure, and forest functions remains on 
each site. In practice, this requires leaving behind different types of trees and some 
undisturbed areas on each harvest site. TimberWest Vice-President and Chief Forester, 
Don McMullan, says the primary goal of variable retention is to preserve biodiversity. 


“By leaving behind trees and undergrowth in undisturbed patches, you leave natural 
habitat for the insects and animals living in each area. That lets them carry forward 
through time,” says McMullan. 


In addition to the biodiversity benefits, variable retention protects key values like water 

quality by reducing the risk of erosion in watersheds, and providing added protection 

for wetlands. Sites harvested using any of the variable retention methods are also more 

pleasing to the eye than clearcut viewscapes. With “group selection,” a system that 

involves harvesting small groups of trees between one quarter to one hectare in size, 
the visual impact is almost invisible. Even in “snakes and 


Unlike clearcutting, which removes blobs,” a system that leaves long, narrow harvest strips, 


visual impact is markedly reduced. 


The changes have been noticed and welcomed by 
communities affected by TimberWest’s operations. Gillian 


range of stand structure, forest Trumper, Mayor of Port Alberni, notes that TimberWest’s 


operations have a double impact on her city: residents can 
see the company’s private lands on the slopes outside of 
remains on each site. Port Alberni, and the community’s watershed overlies 
some of TimberWest’s private lands. 


“I think almost everyone feels better now that large clearcuts are being phased out, 
and that better planning is going into the process — both in terms of reducing the visual 
impact and taking greater care to protect our watersheds,” says Mayor Trumper. 


According to Don McMullan, TimberWest is on track to meet its goal of complete imple- 
mentation by spring 2003. At the end of 1999, TimberWest had completed initial training 
for the company’s planners and operators, and about 20% of operations were being 

harvested with variable retention systems. McMullan is impressed with the early results. 


“In a short period of time, our crews have become very efficient and effective at understand- 
ing what to leave and what to take. Making this transition is challenging, but our people 
are making great progress,” says McMullan. 


The Private Lands Watershed Policy 


TimberWest continued the shift to more transparent environmental practice by writing and 
implementing a new watershed policy for private lands last year. 


Unveiled in May, the new policy recognizes that many individual and community watersheds 
overlie some of TimberWest’s private lands, and focuses on preventative measures to 
protect water quality. 


Under the new policy, all harvest plans for identified watersheds must be made in consul- 
tation with a professional forest hydrologist who evaluates each watershed and sets limits 
on the amount of harvest disturbance that will be allowed at any point in time. Maintaining 
a certain amount of forest cover helps to protect water quality. Once draft plans are 
approved, TimberWest meets with each local water licensee 


TimberWest is well positioned to or purveyor. If necessary, plans are revised to accommo- 


date concerns. 


evaluate the advantages of private 


According to TimberWest President and CEO, Scott Folk, 


timberlands. About two thirds of the _ this kind of detailed water protection policy is neither 


company’s annual harvest comes required, nor common practice on private timberlands, 


but it is good business. 


from 334,000 hectares of private 


“One of our primary goals is to demonstrate that we 


lands located on Vancouver Island- —_ manage our private timberlands responsibly and with 
one of the largest and most valuable | Concern for how we affect others. If we can do that, we 
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believe we will retain the freedom to manage our private 


holdings of private timberlands in —_|ands and to enjoy the significant business advantages 


all of Canada. they provide,” says Folk. 


The Private Timberlands Advantage 


TimberWest is well positioned to evaluate the advantages of private timberlands. About 
two thirds of the company’s annual harvest comes from 334,000 hectares of private lands 
located on Vancouver Island — one of the largest and most valuable holdings of private 
timberlands in all of Canada. The remainder comes from government-owned “Crown” 
tenures in the region, which are governed by the process-driven Forest Practices Code. 


Logs from the private lands cost less to produce than those from Crown lands because 
they are not subject to stumpage or royalties, or to the costs associated with implementing 
the Forest Practices Code. Private lands also tend to return higher log prices because 
owners can better match harvesting activity to market opportunities — something that is 
difficult to do on Crown lands because of the lengthy harvest approval process. 


Yet the very freedom that helps private timberland owners achieve better returns is a 
freedom that often worries environmentalists. TimberWest’s managers acknowledge they 
often come up against a mindset that considers financial success and environmental 
success to be mutually exclusive. The company believes that both are readily achievable, 
but only if the measure of success is based on results, not process. With the advent of 
new regulations for private lands, TimberWest and other private landowners will soon have 
the opportunity to demonstrate that a results-based approach really does work. 


Results-Based Regulations Passed into Law 


Passed into law on September 28, 1999, B.C.’s new regulations for private timberlands 
represents the culmination of four years of work for government, TimberWest, and other 
members of the Private Forest Landowners Association (PFLA). 


TimberWest and the PFLA first became involved in drafting the private land regulations 
when it became evident the government was considering extending the Forest Practices 
Code to private timberlands. Private landowners put forward an alternative proposal to 
develop results-based regulations that would deliver environmental protection while 
protecting private property rights. The government accepted the proposal. 


Like the Forest Practices Code, the new regulations focus 


on protecting water quality, fish habitat, critical wildlife ... the new regulations focus on 
habitat, and soil conservation which the government has é 14° : 
identified as being the key public environmental values. protecting water quality, fish habitat, 
Unlike the Forest Practices Code, the regulations are critical wildlife habitat, and soil 
results-based, providing considerable freedom in planning conservation ... 


how operations can protect the key values. Planners and 

field layout staff must identify the specific characteristics of 

each situation and plan operations in ways that will deliver the required protection, but 
there is nothing to stand in the way of achieving operational efficiency at the same time. 


While the new regulations do not come into effect until April 2000, TimberWest has been 
working on the new standards over the past year with positive results. Environmental 
goals are being achieved, and the company has been able to sustain its private land cost 
advantage. 


Says Don McMullan, “People are watching the private forest land owners very closely. 
As we begin to prove we can deliver excellent results on the ground, we are confident 
we will develop strong support for this approach.” 
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Companies can set benchmarks, outline expectations, and establish targets. They can 
dictate and make demands. But when it comes right down to it, employees make change 
happen. 


For TimberWest — a company working to become more globally competitive, and a company 
undergoing significant changes in forest policy — acknowledging and respecting the role of 
its people has been critical to achieving success. 


“| don’t believe top down systems work very well in our industry,” says Erik Bentsen, 
Senior Vice-President Coast Logging. “Many of our people are highly skilled individuals 
who have worked in the forest industry all of their lives. If you want change, you have to 
recognize their expertise and get them involved.” 
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Bentsen points out that the company’s market-responsive operational approach has been 
successful because it is based on giving employees the knowledge, training and the 
authority to make decisions. From the planners who direct where and how the company 
will harvest, to the loggers who decide how each tree will be “bucked,” or manufactured, 
into logs, all have information about current market prices and customer needs, and know 
how to apply that information. 


“In volatile markets, it’s the only way we can move fast enough to take advantage of 
changes,” says Bentsen. 


Another part of TimberWest’s philosophy is to share the rewards of change. In 1994, 

the company launched one of the B.C. forest industry’s first gain-sharing plans for hourly 
employees at its Nanaimo Lakes operations, and has since extended the program on a 
wider basis. Last year, TimberWest implemented a pay-for-performance program for 
salaried employees as well. These programs link rewards to the achievement of clearly 
defined goals for environmental, financial and operational performance, and above all, 
safety performance. 


The Focus on Safety 


Improving safety has become a top priority for TimberWest. After recording an unacceptable 
increase in lost-time accidents in 1998, the company has shifted to employee-driven 
solutions, and is providing the support to make them successful. 


During 1999, TimberWest established an employee-led safety system evaluation team 

with the mandate to audit and evaluate safety systems throughout the company’s logging 
operations and dry land sorts. The team is made up of four TimberWest employees, all of 
whom have hands-on roles in the company’s logging oper- 

ations. Working together with the Workers’ Compensation As part of the ongoing drive to 
Board (WCB), the team received two weeks of intensive 
training before travelling with WCB auditors to each 
operation. There, they worked with employees and also implemented new behavioural- 
supervisors to compare each operation’s safety system 
with the new WCB regulations. Findings were turned 
over to each operation, along with the responsibility to the relationship between mindset 
develop action plans. 


improve safety, TimberWest has 


based safety programs that teach 


and accident risk. 

Says Bob Stevens, TimberWest’s Safety Champion, 

“Rather than telling people what was wrong and how to fix it, TimberWest turned the 
process over to the employees. One of the interesting things that came out of the whole 
process was that the team didn’t just focus on discrepancies. They also took note of what 
each operation is doing right, and then shared that information with other operations.” 


As part of the ongoing drive to improve safety, TimberWest has also implemented new 
behavioural-based safety programs that teach the relationship between mindset and 
accident risk, and encourage employees to assess and adjust their mindset before 
starting work. 


Safety results are beginning to improve. In 1999, TimberWest recorded a 27% reduction in 
lost-time accident frequency from 1998. “The launch of these programs and the tie in with 
the gain-sharing plan have signalled a desire for change, but it is the employees who are 
out there making it happen,” says Stevens. 
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For TimberWest, last year’s increase 
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TimberWest’s 1999 operational achievements were neatly summed up with one financial 
statistic: distributable cash increased 22% year-over-year. 


For TimberWest, last year’s increase in distributable cash to $83.3 million from $68.3 million 
in 1998 was a significant indicator of performance because market conditions were not the 
driving factor. Average log and lumber prices in the company’s primary markets were only 
slightly better year-over-year. The majority of the gains were achieved by successfully 
targeting new market opportunities and by holding the line on costs. 


According to Log Marketing Manager, John Kelvin, one of the year’s major market 
opportunities came from the U.S. Pacific Northwest. Kelvin notes that while demand for 
logs in this region has been strong for some time, it was only last year that TimberWest 
began establishing a presence in this area. 


“We drew on existing market research to identify converters in the region with compatible 
species and quality requirements, then we began building customer relationships,” 
says Kelvin. 


By year-end, TimberWest’s sales volumes to the U.S. 
Pacific Northwest had grown from a base of zero to 


in distributable cash to $83.3 million 336,000 cubic metres, and the premiums paid for the 


significant indicator of performance 
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from $68.3 million in 1998 was a 


logs enhanced TimberWest’s margins. 


Meanwhile, efforts at the operational level ensured these 
gains translated into distributable cash. Erik Bentsen, 


because market conditions were Senior Vice-President Coast Logging, says one of the 


biggest achievements of 1999 was holding costs steady in 
a year that saw the launch of extensive new environmental 
and safety programs. 


not the driving factor. 


“If you think about the programs we were implementing last year — variable retention, 
ISO 14001 registration, safety system audits — and then realize we were able to put these in 
place without increasing overall costs, you get a sense of what we achieved,” says Bentsen. 


TimberWest also resumed normal harvest levels on Crown lands in 1999, which added to 


the costs of operating. However, the higher costs were offset by TimberWest’s steadily 
increasing levels of efficiency. 


Bev Park, TimberWest Vice-President Finance and CFO, says the company is continuing 
to realize synergies created by the 1997 acquisition of Pacific Forest Products which 
increased TimberWest’s holdings of private timberlands by 60%. She adds that 
TimberWest’s efficiency has been further enhanced with increased use of mechanized 
logging, and the company’s ongoing focus on getting, and keeping, costs down. 


among the lowest cost operations on the B.C. Coast, 
) increase efficiency,” says Park. 


nefited from TimberWest’s unbroken track record of 
“ombination of premium prices and cost efficient 

‘st moves into the future, it is better positioned than 
returns. 


orest products will bear a label revealing important things 

al background. The label may signify that the product 

d forests, or that the company that produced it meets 
strict environmental standards throughout its operations. 
Products that do not carry this label may encounter a cool 
reception from customers. 


TimberWest has monitored the approach of forest product 


certification with keen interest. While the global market identify environmental risks, set 


place has not yet settled on which set of standards it will 
recognize, and details about when and how certification 


will be implemented are still under debate, there is little those risks, and to continually 


doubt that certification will soon become a requirement in 
many markets. Last year, TimberWest positioned itself to 
be ready when it does. management performance. 


TimberWest Awarded ISO 14001 Registration 


On November 29, 1999, TimberWest received formal notification from the Standards 
Council of Canada that it was awarded full registration of its Environmental Management 
System under the internationally recognized standard, ISO 14001. The International 
Organization for Standardization (ISO) is a worldwide federation of national standards 
bodies. Currently, ISO 14001 is the only globally recognized standard by which a 
company’s Environmental Management System (EMS) can be measured objectively. 


ISO 14001 requires companies to proactively assess their operations, identify environmental 
risks, set goals and objectives for managing those risks, and to continually improve their 
environmental management performance. The standard also requires organizations to 
comply with all environmental regulations. 


“ISO 14001 provides the kinds of assurances customers want to see,” says TimberWest 
Management Forester, John Phillips, who worked closely on the project. “It is independent 
third party verification that our policies and procedures are working.” 


ISO 14001 requires companies to 


goals and objectives for managing 


improve their environmental 


proactively assess their operations, 
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“Our private land operations are among the lowest cost operations on the B.C. Coast, 
and we are continually working to increase efficiency,” says Park. 


For the unitholders who have benefited from TimberWest’s unbroken track record of 
quarterly cash distributions, the combination of premium prices and cost efficient 
operations is clear. As TimberWest moves into the future, it is better positioned than 
ever to deliver strong and stable returns. 


Towards a 
cert ie 


Not too far into the future, most forest products will bear a label revealing important things 
about the product’s environmental background. The label may signify that the product 
comes from sustainably managed forests, or that the company that produced it meets 
strict environmental standards throughout its operations. 
Products that do not carry this label may encounter a cool 
reception from customers. 


TimberWest has monitored the approach of forest product 


certification with keen interest. While the global market identify environmental risks, set 


place has not yet settled on which set of standards it will 
recognize, and details about when and how certification 


will be implemented are still under debate, there is little those risks, and to continually 


doubt that certification will soon become a requirement in 
many markets. Last year, TimberWest positioned itself to 
be ready when it does. management performance. 


TimberWest Awarded ISO 14001 Registration 


On November 29, 1999, TimberWest received formal notification from the Standards 
Council of Canada that it was awarded full registration of its Environmental Management 
System under the internationally recognized standard, ISO 14001. The International 
Organization for Standardization (ISO) is a worldwide federation of national standards 
bodies. Currently, ISO 14001 is the only globally recognized standard by which a 
company’s Environmental Management System (EMS) can be measured objectively. 


ISO 14001 requires companies to proactively assess their operations, identify environmental 
risks, set goals and objectives for managing those risks, and to continually improve their 
environmental management performance. The standard also requires organizations to 
comply with all environmental regulations. 


“ISO 14001 provides the kinds of assurances customers want to see,” says TimberWest 
Management Forester, John Phillips, who worked closely on the project. “It is independent 
third party verification that our policies and procedures are working.” 


ISO 14001 requires companies to 


goals and objectives for managing 


improve their environmental 


proactively assess their operations, 
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TimberWest has had a comprehensive Environmental Management System (EMS) in 
place for many years. Developed over the past decade, and recently upgraded to conform 
with ISO 14001 guidelines, the EMS helps TimberWest manage its environmental risks 
and responsibilities. It was the existence of this EMS that gave the company the confidence 
to put all of its operations forward for audit at the same time: six forest operations, two 
lumbermills, two log sorts and the company’s deep sea shipping facility. 


“Traditionally most companies test their EMS one 
For TimberWest, complete — gperation at a time,” says Phillips. “Our approach was 
“tree to sea” registration helps unusual, but we felt confident we would be successful. 


the company prepare for a future The audit of TimberWest’s EMS was conducted by KPMG 
Quality Registrar Inc., a company accredited by the 
that will almost certainly include = Standards Council of Canada to carry out this work. 


product certification. An eight-person KPMG audit team comprising professional 
foresters and biologists — all certified environmental 
auditors — scrutinized TimberWest’s operations: forest planning, harvesting, road systems, 
forest renewal, transportation, processing and shipping practices. The rigorous audit took 
four months to complete, and involved a checklist of over one hundred pages of detail for 
each of TimberWest’s operations. 


An important part of the audit involved interviewing employees throughout the company’s 
operations to ensure they have a thorough understanding of TimberWest’s environmental 
policy and EMS, and that they understand how to protect the environment in their areas 
of responsibility. 


On the day of registration, KPMG Vice-President Michael Alexander said TimberWest’s 
confidence in its environmental systems and standards was justified. 


“TimberWest’s ISO 14001 registration is the only one in the world that | know of that 
covers the complete chain of management activities used by a large, integrated forest 
and lumber company. All the company’s activities that could impact the environment were 
within the scope of this registration,” said Alexander. 


For TimberWest, complete “tree to sea” registration helps the company prepare for a 
future that will almost certainly include product certification. More importantly, ISO 14001 
recognition provides an assurance that the company’s operations comply with the highest 
international standards for environmental protection. 


Says TimberWest President and CEO, Scott Folk, “Our goal is to prevent environmental 
damage. ISO 14001 certification is a globally recognized endorsement of the effectiveness 
of our EMS, and our long-term commitment to environmental protection.” 


Allowable Annual 
Cut (AAC): 


The average annual volume 
of timber determined by the 
Chief Forester of British 
Columbia with respect to 
Crown timber tenures or 
private timberlands within a 
tree farm licence. 


Crown: 


The Provincial Government of 
British Columbia. 


Distributable cash: 


Includes consolidated 
earnings (loss) before income 
taxes, less current income 
taxes, plus depreciation, 
depletion and amortization, 
proceeds from the sale of 
certain capital assets, net of 
their loss (gain) on sale, less 
capital expenditures and 
unusual items. 


Earnings available 
for distribution: 


With the Stapled Unit 
structure, the accounting 
treatment for the tax benefit 
associated with the interest 
on the subordinated debt 
differs from that followed 
previously by the TimberWest 
Timber Trust. The tax benefit 
related to distributions is 

now credited directly to 
unitholders’ equity. 
Accordingly, reported net 
earnings are charged with the 
residual tax effect. However 
since the aciual cash tax 
impact on the company is nil, 
earnings available for 
distribution are equal to net 
earnings that would have 
been reported under the Trust 
structure. 


fbm: 


One square foot of lumber, 
one inch thick. “mfbm” means 
one thousand foot board 
measure and “mmfbm” 
means one million foot board 
measure. 


Forest Practices Code: 
Legislation (including the 
Forest Practices Code of 
British Columbia Act and 
associated Regulations 
Standards and Field Guides) 
that govern forest practices in 
British Columbia which was 
enacted in June 1995. 


Forest Renewal 
British Columbia: 


A British Columbia Crown 
corporation whose mandate is 
to plan and implement a 
regionally equitable program 
of expenditures in order to 
renew the forest economy of 
British Columbia, enhance the 
productive capacity and 
environmental value of Crown 
timber tenures, create jobs, 
provide training for forest 
workers and strengthen 
communities. 


Hectare: 


Metric measure of an area 
equal to 2.47 acres. 


Long-Run 
Sustainable Yield: 


A predictable and stable 
annual volume that balances 
timber growth and timber 
harvest over an extended 
period of time under certain 
assumptions. TimberWest’s 
long-run sustainable yield is 
based on a 100-year period 
and reflects assumptions 
associated with regeneration, 
age class distribution, 
expected growth rates, and 
environmental and economic 


considerations. This is distinct 
from the annual harvest rate, 
which can vary from year-to- 
year depending on economic 
and other circumstances. 

m?: 

A measure of one cubic metre 
of solid wood British Columbia 
metric scale as determined 
under the Forest Act (British 
Columbia). “mm*” means one 
thousand cubic metres of 
solid wood so determined. In 
reference to wood chips, “m®” 
and “mm*” mean the solid 
wood equivalent thereof. 


Stapled Unit: 


A Stapled Unit is a unique 
form of security that combines 
the attributes of common 
shares, preferred shares and 
debt in a single security. 
TimberWest Forest Corp. 
Stapled Units consist of one 
common share, 100 preferred 
shares and approximately 
$8.98 face amount of Series A 
Subordinated Notes. These 
are “stapled” together as a 
single unit trading on The 
Toronto Stock Exchange 
under the symbol TWF.UN. 
Holders of TimberWest Forest 
Corp. Stapled Units are 
entitled to annual interest 

of approximately $1.08 per 
Stapled Unit on the 
Subordinated Notes, plus 

any distributable cash in 
excess of this amount as 
declared by the Company’s 
Board of Directors. 


Tree farm licence (TFL): 


A replaceable, long-term, 
area-based timber cutting 
right on which the licensee 
undertakes to manage the 
area to produce a sustainable 
annual harvest. 
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Integrating Environmental Protection as a 
Key Element of Business Success 


Private Lands — 
A Focus on Performance 


TimberWest’s private lands are primarily 
located on the east coast of Vancouver 
Island, adjacent to long-established rural 
areas and several rapidly expanding urban 
centres. This proximity provides both a 
challenge and an opportunity in terms of 
public support for the business of 
TimberWest. 


The Company recognizes that although it 
has considerable freedom of choice over 
actions on these private lands, it must also 
secure and maintain the support of local 
government and residents for its operations. 
This support can only be gained through 
solid and consistent field performance in 
terms of environmental protection and being 
sensitive to the concerns of our neighbours. 


With solid local support, TimberWest can 
sustain the operating flexibility and 
efficiencies it needs to take maximum 
advantage of market opportunities. 


Private Land Forest Practices Regulation 


During 1999, the provincial government 
adopted a set of results-based environmental 
protection regulations applicable to those 
private lands classified under the B.C. 
Assessment Authority as Managed Forests. 
Almost all of TimberWest’s private lands fall 
within this favourable taxation class. The 
regulation is unique in that it enables 
managers of Managed Forests to specify 
the best, most efficient and effective ways 
of achieving environmental protection 
objectives for the key public values of 

water quality, fish habitat, soil conservation 
and critical wildlife habitat. It allows for 
innovation while protecting owners’ freedom 


to manage, and private property rights and 
values. TimberWest continued to refine its 
forest practices over the past year to ensure 
that the flexibility under the regulation is 
being applied appropriately, and to ensure 
that performance is up to this new standard 
in advance of it coming into force on April 1, 
2000. 


Community Relations 


Communities adjacent to TimberWest’s 
private lands can be negatively affected if 
forest operations are insensitive to important 
viewscapes, if they cause deterioration in 
water quality, and where heavy vehicle traffic 
poses safety or noise concerns. Recreational 
access to TimberWest’s private lands can 
also be an issue in some areas. 


New initiatives undertaken in order to 
enhance community support for TimberWest 
include adoption of a watershed management 
strategy designed to protect drinking water 
supplies and the phase out of clearcutting 

in favour of variable retention harvesting 
over a four-year period. Together, these two 
initiatives go a long way towards addressing 
community concerns over water quality 

and the visual impacts of harvesting. 
Variable retention harvesting will also 
address community concerns over wildlife 
by supporting maintenance of biodiversity. 


In addition, senior management of 
TimberWest met with elected officials of 
several key communities while the 
Company’s two land use foresters, along 
with operations staff, met with more than 

50 different groups in 20 communities. 
Company representatives participate on 
more than 13 community-based committees. 


Operational Performance 


Late in 1999, the Company’s operations 
successfully underwent an independent 
audit and TimberWest was awarded ISO 
14001 certification for its Environmental 
Management System by the Standards 
Council of Canada. This system provides the 
basis for ensuring that operational impacts 
on the environment are acceptable and for 
directing environmental protection 
expenditures towards areas of high risk. It 
covers both forest and manufacturing 
operations of the Company. 


Performance on public lands under the 
Forest Practices Code remains high, with 
only minor infractions being reported, with 
negligible adverse environmental impacts. 
On private lands, two incidents involving 
possible minor impacts on fish habitat are 
currently under investigation by the federal 
Department of Fisheries and Oceans. 
The outcome of these investigations will 
not be known until some time in 2000. 
There have been no instances of 
manufacturing operations significantly 
impacting environmental values. 


A land trade was initiated with the provincial 
Parks Branch for the purpose of clearing up 
several instances of Parks trespassing onto 
TimberWest’s private lands. In exchange, 
the Company is to acquire ownership of 
about six hectares of park land needed to 
construct a low visual impact road to access 
a large area of private timber located next 
to the park. Unfortunately, subsequent to 
permission being granted to build the road 
through this area, misidentification of the 
legal boundary of the park resulted in the 
Company trespassing on about three 
quarters of a hectare of park land. Charges 
have been laid against the Company and 
the issue is expected to be addressed by 
late spring 2000. 


Fisheries enhancement works were 
completed in several locations on private 
lands and on public lands under a 


cooperative agreement between TimberWest, 
Weyerhaeuser and government agencies. 
A riparian management plan has been 
devised for Beaver Creek, adjacent to the 
town of Lake Cowichan, in partnership with 
the local Salmon Enhancement Society. 
The Company worked with the federal 
Department of Fisheries and Oceans and 
several community-based “Streamkeeper 
Groups’ to increase fish survival by taking 
measures which address the problem of 
low summer water flows. TimberWest also 
donated funds to the Nature Conservancy 
of Canada for the purchase of key lands 
bordering salmonid rearing areas in the 
Campbell River estuary. 


TimberWest has focused wildlife 
management efforts on habitat management 
of red listed species. These are indigenous 
species that are either threatened or 
endangered, and identified as “red listed” 
by the Ministry of Environment, Lands and 
Parks. On TFL 46, eight large old growth 
areas were identified and protected for the 
nesting of Marbled Murrelets, a seabird that 
nests in the large mossy branches of trees. 
TimberWest engineering crews discovered 
active nests of the Queen Charlotte Island 
goshawk and these areas were protected 
from harvesting. Two were established on 
private lands and one within TFL 47. 
TimberWest has initiated a process of 
mapping and managing ungulate winter 
ranges on private lands. This ongoing 
program identified three more winter ranges 
during 1999. In addition, the Company 
cooperated with the provincial highways 
department in enhancing habitat adjacent 
to the new Island Highway on Vancouver 
Island. 


During 1999, TimberWest hosted a field trip 
for the “International Workshop for the 

Conservation of Vancouver Island Marmots” 
and continues to support recovery efforts for 
this extremely rare and endangered animal. 
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By) Management’s Discussion and Analysis 


TimberWest Forest Corp. (“TimberWest”) 
is pleased to present its operating and 
financial results for the year ended 
December 31, 1999. This discussion 

and analysis supplements, but does not 
form, part of the consolidated financial 
statements of TimberWest and notes 
thereto. It is intended to give 
management’s view of TimberWest by 
providing both historical and prospective 
analysis of its business. 


HIGHLIGHTS AND 
SIGNIFICANT TRANSACTIONS 


TimberWest is one of Canada’s largest 
businesses operating exclusively in the 
solid wood segment of the forest industry. 

It operates entirely in the coastal region of 
British Columbia, where it is engaged 
primarily in the harvesting and sale of logs. 
The Company is also engaged in the 
processing and sale of softwood lumber and 
the monetization of higher use properties. 


TimberWest owns in fee simple 
approximately 334,000 hectares (825,000 
acres) of private timberlands primarily on 
Vancouver Island, British Columbia, as well 
as rights to Crown timber tenures from 

the Province of British Columbia and two 
lumbermill complexes with a total annual 
capacity of approximately 215 million fom 
of lumber. The annual sustainable harvest 
level of logs from the private timberlands is 
2.4 million m® and the allowable annual cut 
of logs from the Crown timber tenures is 
1.2 million m? for a combined harvest level of 
approximately 3.6 million m°. As at 
December 31, 1999, TimberWest had 
identified approximately 5,500 hectares 
(14,000 acres) of property with real estate 
values which are higher than the value of 
continued timber production. 


Sandspit Operations 


In March 1999, the Company reached an 
agreement with J.S. Jones (“Jones”) 
whereby Jones will act as an independent 
contractor for the direction and management 
of TimberWest’s Sandspit operations. Under 
the agreement, TimberWest has retained 
ownership of its Crown tenures and Jones 
has purchased the machinery and equipment 
and undertaken the forestry and harvesting 
activities of these operations. Jones will 

also employ the existing staff and hourly 
employees. TimberWest had previously 
announced its decision to sell the Sandspit 
operations to Jones pending approval of 

the tenure transfer by the B.C. Ministry of 
Forests. Approval of the transfer is a lengthy 
process due to the required governmental 
consultations with First Nations. Upon 
completion of these consultations, the 
provincial government will be in a position 

to make a decision on the application to 
transfer the Crown tenures to Jones. 


Intended Sale of Cowichan 
Lumbermill and TFL 46 


In December 1999, TimberWest announced 
its decision to sell its rights to TFL 46, the 
associated timber operations, and its 
Cowichan Lumbermill, as these assets are 
not compatible with the Company’s strategic 
direction. The Company has received various 
expressions of interest, and is pursuing 
negotiations with these parties. TimberWest 
has not entered into any definitive agreement 
to date. As a result of the decision to sell 
these operations, the assets of TFL 46 

and the Cowichan Lumbermill have been 
written down by $24.7 million to reflect their 
estimated net realizable value. (See note 10 
to the consolidated financial statements.) 


Comparison of Actual Operating Results 


The following table shows the results of TimberWest’s operations for the year ended 
December 31, 1999 compared to the results for the year ended December 31, 1998. 


(Millions of dollars except per Stapled Unit and equivalent amounts) 


1999 1998 
Consolidated Statement of Earnings 
Net Sales $ 456.6 $ 399.8 
Operating costs and expenses: ree 
Cost of products sold 337.1 307.4 
Depreciation, depletion and amortization 15.2 13.4 
Selling, administrative and other 11.9 10.5 
ce 364.2 331.3 
Operating earnings 92.4 68.5 
Interest expense (21.8) (20.8) 
Amortization of debt issue costs (3.5) (2.9) 
Write-down of capital assets (24.7) _ 
Other expense (0.8) (1.8) 
Earnings before income taxes 41.6 43.0 
Income tax expense 29.1 | ere 
Net earnings $ 12.5 $ 21.0 
Consolidated Statement of Distributable Cash 
Earnings before income taxes $s 41.6 $ 43.0 
Income tax expense charged to income $ (29.1) $ (21.2) 
Income tax benefit related to distributions A 25.4 | ee 
Income tax recovery (expense), net _(3.7) : 0.8 
Earnings available for distribution 37.9 43.8 
Write-down of capitalassets 247 | 7 
Earnings available for distribution before 
write-down of capital assets 62.6 43.8 
Add (deduct): 
Depreciation, depletion and amortization 18.7 16.3 
Deferred income tax expense (recovery) 
and other non-cash items 0.3 (2.1) 
Proceeds from sale of real estate and other assets 10.6 15-0 
Gain on sale of real estate assets (2.3) (4.6) 
Capital expenditures (6.6) (7.0) 
Decrease in non-cash working capital - ; - pata : 6.9 
2 
Distributable cash $ 83.3 $ 68.3 | 
Distributable cash per Stapled Unit $ 1.20 $ 0.98 
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FINANCIAL AND OPERATING REVIEW 


TimberWest generated distributable cash of 
$83.3 million, or $1.20 per Stapled Unit and 
equivalent, for the year ended December 31, 
1999. This compares to $68.3 million, or 
$0.98 per Stapled Unit and equivalent 
reported for the year ended December 31, 
1998. Earnings available for distribution, 
before a $24.7 million write-down of capital 
assets (see “Intended Sale of Cowichan 
Lumbermill and TFL 46”), were $62.6 million. 
This is an $18.8 million improvement from 
the same period in 1998, primarily due toa 
33% increase in earnings from timber 
operations. Sales rose 14% to $456.6 million 
for the year ended December 31, 1999 from 
$399.8 million in the prior period. 


Log sales for the year ended December 31, 
1999 were $327.1 million, or 71.6% of total 
sales compared to log sales of $320.7 million, 
or 80% of total sales for the prior period. 
Shipments of 3,036.6 mm® in 1999 were 
comparable to shipments of 3,109.7 mm? 

in the prior year. Average log sales 
realizations rose to $108 per m° in 1999, 

an improvement of $5 per m° from 1998. 
The improvement was mainly due to a 
384.3 mm‘% increase in higher-valued export 
shipments, reflecting the growth of the 
Company’s international log sales program 
in Japan and expansion into the U.S. Pacific 
Northwest. Prices for logs in both the 
domestic market and international markets 
improved during the year, reflecting higher 
log consumption by B.C. coastal sawmills 
and modestly improved markets in Japan 
and the rest of Asia. Harvesting cost of sales 
decreased $3 per m° from the prior year, 
reflecting TimberWest’s continuing efforts to 
reduce production costs. 


Log Shipments 
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Average Log Sales Realization 
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Lumber sales for the year ended December 
31, 1999 were $102.4 million or 22.4% of 
total sales. This compares to lumber sales 
of $59.6 million, or 14.9% of total sales for 
the prior period. The increase in sales reflects 
the resumption of lumber production at the 
Elk Falls Lumbermill in mid-September 1998 
after a 14-month labour strike. Lumber sales 
realizations in 1999 averaged $549 per 
mfbm on shipments of 186.6 million fom. 
This compares with average sales 
realizations of $523 per mfbm on shipments 
of 114.0 million fom in 1998. Average lumber 
sales realizations increased due to a greater 
proportion of higher value shipments, largely 
due to the increase in available production 
from the Elk Falls Lumbermill, and from 
improved prices. Demand from the Japanese 
lumber market showed some gains in 1999, 
due to economic recovery and slightly higher 
housing starts, resulting in a modest 
strengthening of prices. Continued strong 
demand from the U.S. lumber market as a 
result of robust housing starts increased 
wood prices compared to the prior year. 
However, the positive effect from this price 
increase is moderated for TimberWest 
because of the Company’s negligible 
softwood lumber quota to the United States. 
The benefit from the higher lumber sales 
realizations in 1999 was partially offset by 
higher log costs. 


Lumber Shipments 
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Operating earnings for the year ended 
December 31, 1999 were $92.4 million, or 
20.2% of sales, compared to $68.5 million, 

or 17.1% of sales, for the same period last 
year. The 34.9% year-over-year improvement 
in operating earnings was due mainly to the 
increase in log sales realizations and the 
reduction in harvesting cost of sales. 
Earnings before income taxes were 

$41.6 million and included interest expense 
of $21.8 million compared to earnings before 
income taxes for the prior period of $43.0 
million, which included interest expense of 
$20.8 million. Excluding the $24.7 million 
write-down of capital assets, earnings before 
income taxes were $66.3 million in 1999, 

up 54% from the prior year. 


FINANCIAL POSITION 


Current Assets 


Non-cash current assets increased $6.3 
million year-over-year, primarily because 
of a $6.6 million rise in log and lumber 
inventories. Lumber inventory increased by 
$4.5 million because of higher production 
relative to 1998 due to the 14-month strike 
at the Elk Falls Lumbermill which ended in 
September 1998. A backlog of shipments 
resulting from labour disputes at B.C. ports 
in November 1999 also contributed to the 
increase in inventory. Log inventory rose 
$2.1 million primarily because of a 10% 
increase in year-over-year production. 


Capital Assets 


Capital assets as at December 31, 1999 
were $44.7 million lower than this time last 
year primarily due to a $24.7 million write- 
down of TFL 46, its associated timber 
operations, and the Cowichan Lumbermill. 
Depreciation, depletion and amortization 

of $15.2 million and sales of capital assets 
with proceeds of $9.7 million, partly offset by 
$6.6 million of capital expenditures, also 
contributed to the decrease. 


Other Assets 


There was an increase of $3.5 million in 
other assets from the prior year. Of this 
increase, $4.6 million related to note 
receivables and preferred shares received 
as proceeds from the sale of certain assets 
of the Company’s Sandspit operations, and 
$2.6 million related to an increase in prepaid 
pension costs. These increases were partly 
offset by $3.5 million of debt issue cost 
amortization, and the collection of $1.5 
million in long-term receivables. 


Current Liabilities 


As at December 31, 1999, TimberWest’s 
outstanding operating loan was $15.2 million 
compared to $62.9 million at the end of 
1998, a decrease of $47.7 million. 
TimberWest’s operating loan is renewable 
on an annual basis. In 1999, the cost of 
borrowing on the operating loan increased 
due to a general tightening in market 
conditions over last year. Consequently, 
TimberWest reversed its strategy from the 
prior year and fully utilized its term loan 
facility in order to reduce the cost of its debt. 


Excluding the current operating loan, current 
liabilities decreased by $16.9 million from 
December 1998, primarily because the 1998 
balance included an $11.1 million higher 
taxes payable balance. This liability, which 
arose from tax assessments for TFL Forest 
Ltd. and Pacific Forest Products Ltd. for 
taxation years prior to the acquisition of 
these companies by TimberWest, was fully 
paid in 1999. A decrease in trade payables, 
resulting from reduced logging activity close 
to year-end relative to 1998, accounted for 
the remainder of the decline. 
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Long-Term Liabilities 

As at December 31, 1999, TimberWest had 
$201.8 million drawn on its term loan facility 
and $125.0 million of debentures outstanding. 
This compares to $138.5 million and $125.0 
million outstanding under the term loan and 
debentures respectively at the end of 1998. 
In 1999, TimberWest chose to draw the 
maximum amount on its term loan facility 
rather than its operating loan facility as 
borrowing costs under this term loan facility 
were lower. (See “Current Liabilities.) 


Unitholders’ Equity 


At December 31, 1999, unitholders’ equity 
was $37.1 million lower than at December 31, 
1998. This decrease is due to distributions 
being in excess of earnings for the year. 


LIQUIDITY AND CAPITAL RESOURCES 


Operating 

Cash provided by operations before the 
change in non-cash working capital was 
$82.1 million for the year ended December 
31, 1999. Cash from operations after the 
increase in non-cash working capital of 
$22.3 million was $59.8 million. The 
increase in non-cash working capital was 
partially due to the payment of income taxes 
related to $11.1 million in tax assessments 
for TFL Forest Ltd. and Pacific Forest 
Products Ltd. for taxation years prior to 

the acquisition of these companies by 
TimberWest. The increase was also 
attributable to a $6.6 million rise in log 

and lumber inventory. 


Financing 

During 1999, there was an increase in long- 
term debt of $63.3 million. This resulted 
primarily from TimberWest’s decision to fully 
utilize its term loan facility rather than its 
operating loan facility in an effort to reduce 
the cost of its debt. Consequently, the 
operating loan facility at December 1999 
was $47.7 million lower than this time last 
year. Higher working capital requirements 
accounted for most of the remaining 


increase in long-term debt. Financing 
activities also included cash distributions 
paid to unitholders during 1999 of $75.0 
million compared to $73.6 million in 1998 
(see “Cash Distributions”). 


Investing 


Capital expenditures for the year ended 
December 31, 1999 were $6.6 million. 

Of this amount, $6.1 million was spent 

on the construction of roads and bridges 
and $0.5 million was spent on plant and 
equipment. This compares to capital 
expenditures of $7.0 million in 1998, 
comprised of $5.4 million for the construction 
of roads and bridges and $1.6 million on 
plant and equipment. 


Proceeds from the sale of capital assets for 
the twelve months of 1999 were $9.7 million 
compared to $9.6 million for the same period 
last year. These proceeds were generated 
primarily from the sale of real estate 
properties. Proceeds from the sales of real 
estate were $9.1 million for the year ended 
December 31, 1999 compared to $9.6 
million for the same period last year. 


A net increase in other assets resulted in a 
net cash outflow of $3.5 million, primarily 
reflecting a $2.6 million increase in prepaid 
pension costs and a $1.0 million note 
receivable received as proceeds from the 
sale of certain assets of the Sandspit 
operations to J.S. Jones. For the prior period, 
a net increase in other assets resulted ina 
net cash outflow of $4.4 million. 


Capital expenditures planned for fiscal 2000 
are $13.0 million, and are expected to be 
funded from cash generated from operations. 
Approximately $6.7 million, or 52%, of the 
planned capital expenditures are to be spent 
on the construction of roads and bridges, 
$4.7 million, or 36%, on capital equipment 
for the logging operations, $0.7 million, 

or 5%, on the Elk Falls Lumbermill, and the 
remainder on other non-operating capital 
additions. 


At December 31, 1999, TimberWest had a 
term loan facility of $201.8 million and an 
operating loan facility of $75.0 million, or 
equivalent U.S. dollars at prevailing spot 
rates. Both facilities are with a syndicate of 
banks and are revolving and unsecured. 
The term loan facility matures June 30, 2001 
and the operating loan facility matures 

June 30, 2000, but is renewable annually. 


As at December 31, 1999, the term loan 
facility was fully utilized and approximately 
$54.3 million was unused under the operating 
loan facility. This compares to $63.3 million 
unused under the term facility and $6.7 
million available under the operating loan 
facility as at December 31, 1998. The unused 
portions of the operating loan facility as at 
December 31, 1999 and 1998, are net of 
outstanding letter of guarantee issued 
under these facilities of $5.5 million and 
$5.4 million respectively. Excluding the 
operating loan and distribution payable to 
unitholders, net working capital was $43.7 
million at December 31, 1999 compared 

to $20.5 million at December 31, 1998. 
TimberWest believes that net working 
capital is adequate to meet its operating 
requirements. After funding $75.0 million 

in distributions during the year, total debt 
outstanding including the operating loan as 
at December 31, 1999, was $342.0 million. 
This represents a $15.6 million increase 
from the same time last year due to 
increased working capital requirements. 


TimberWest’s consolidated debt-equity ratio 
at December 31, 1999 increased to 33:67 
from 31:69 at December 31, 1998, mainly 
due to the increase in total debt. 


FUTURE ACCOUNTING 

POLICY CHANGES 

In 1997, the Canadian Institute of Chartered 
Accountants (the “CICA”) issued Section 
3465 “Income Taxes” to the CICA Handbook. 
This new standard is mandatory for fiscal 
years beginning on or after January 1, 2000. 
The new standard shifts the focus of tax 
allocation accounting from the income 
statement to the balance sheet. 


While the Company has not yet fully 
determined the effect on its financial 
statements of adopting Section 3465, 

the new standard is expected to result ina 
significant increase in the carrying value 

of the private timberlands recorded on its 
balance sheet. This will be offset by an 
increase in the future income tax liability, 
the vast majority of which arises from 
existing differences between the carrying 
value and tax value of the Company’s 
private timberlands. This liability is based on 
the assumption that the Company will 
eventually dispose of these assets in a tax 
inefficient manner. Since this is unlikely, the 
Company does not expect that the majority 
of the increased future income tax liability 
will ever require funding. Consequently, the 
new standard is not expected to have a 
significant effect on distributable cash. 


In March 1999, the CICA issued Section 
3461, “Employee Future Benefits” to the 
CICA Handbook. The new section 
establishes standards for the recognition, 
measurement and disclosure of the cost 
of employee future benefits. It requires 
companies to recognize the cost of 
retirement benefits and certain post 
employment benefits over the periods in 
which the employees render services to 
the entity in return for the benefits. The 
Company is required to adopt section 3461 
in fiscal 2000 and is in the process of 
determining its impact on its consolidated 
financial statements. 


UNIT TRANSACTIONS 
AND INFORMATION 


As a result of the reorganization in 1998, 
Trust Units previously held by Unitholders of 
the Trust have been redeemed in exchange 
for Stapled Units of the Company. During 
1999, TimberWest exercised its right to 
redeem all of the issued and outstanding 
Trust Units. The Stapled Units are listed on 
The Toronto Stock Exchange (the “TSE”) 
and have been trading since October 6, 
1998 under the symbol TWF.UN. As a result 
of the reorganization, the Trust Units ceased 
to be listed on the TSE and the Vancouver 
Stock Exchange on October 9, 1998. 
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Trading of Stapled Units and equivalent 


Closing High 

Trust Units/Stapled Units ': 
1997: Third Quarter ” $16.00 
Fourth Quarter $15.50 
1998: First Quarter $11.60 
Second Quarter $10.65 
Third Quarter ' $ 9.00 
Fourth Quarter $10.00 
1999: First Quarter $ 9.45 
Second Quarter $11.75 
Third Quarter $12.00 
Fourth Quarter $10.85 


Closing Low Close Volume 
$11.40 $15.00 8,046,941 
$ 9.90 $10.35 2,893,451 
S hee) $10.50 9,786,692 
$ 8.20 $ 8.70 9,790,361 
$ 7.60 $ 7.85 4,271,934 
$ 7.30 $ 8.95 8,486,269 
$ 8.50 $ 9.30 6,915,090 
a8 SB) $11.50 5,498,035 
S10250: $10.65 5,139,614 
SS $ 9.50 8,047,352 


1 Trust Units ceased to be listed on the TSE on October 9, 1998. Stapled Units were listed on the TSE on October 6, 1998. 
Between October 2, 1998 and July 14, 1999, the Trust Units of the Trust were redeemable for Stapled Units of TimberWest 
on a one-for-one basis. On July 14, 1999, all remaining Trust Units except for 100 units held by TimberWest were 


redeemed for Stapled Units. 


2 Trust Units were listed on the TSE on June 23, 1997. 


CASH DISTRIBUTIONS 


TimberWest’s policy is to make quarterly 
distributions to its unitholders in the form of 
interest on the Series A Subordinate Notes, 
as a return of capital upon the redemption 
of the preferred shares, or as dividends on 
the common shares or preferred shares. 
The amount of such distribution is subject to 
TimberWest’s overall financial condition. 


Due to the nature of TimberWest’s business, 
quarterly cash flows will fluctuate during the 
year for seasonal reasons. Cash flows will 
also fluctuate from year to year due to the 
cyclical nature of the business. One of the 


objectives of TimberWest’s cash distribution 
policy is to make even distributions to 
unitholders. This means that during certain 
periods, cash distributions may vary from 
the actual cash generated. Any difference 
will be added to or subtracted from either 
cash reserves or the bank operating line 

of credit. 


Quarterly distributions will be payable to 
the holders of Stapled Units of record on 
January 1, April 1, July 1 and October 1 in 
each year (the “Record Dates”) and are 
expected to be paid on the 15th day of 
the month of each record date. 


The composition of distributions distributed and declared to date on a per unit and equivalent 


basis were as follows: 


Payment Interest Taxable Total 

Record Date Date Income Dividends Non-taxable 1 Distribution ? 
($/unit) ($/unit) ($/unit) ($/unit) 

Trust Units: 

Sep. 30,1997 Oct.15,1997  $ 0.259000 $ 0.066000 $ = $ 0.325000 
Dec. 31,1997 Jan. 15, 1998 0.161000 = 0.089000 0.250000 
—$ 0.420000 —_—-$ 0.066000 $ 0.089000 _$ 0.575000 

Mar. 31,1998  Apr.15,1998  $ 0.266000 $ win ie $ 0.266000 
June 30,1998 July 15, 1998 0.270000 = = 0.270000 
Sep. 30,1998 Oct. 15, 1998 0.272000 ee = 0.272000 
Dec. 31,1998 Jan. 15, 1999 0.269457 = = 0.269457 
$1007457 $e ee ee 

Mar. 31,1999 Apr.15,1999  ¢$ 0.269364 $ = = = $ 0.269364 
June 30,1999 July 15, 1999 0.269364 = = 0.269364 
$ 0.538728 $= $ = __$ 0.538728 


Payment Interest Taxable Total 


Record Date Date Income Dividends Non-taxable 1 Distribution 2 
($/unit) ($/unit) ($/unit) ($/unit) 

Stapled Units: rs fereipomia re 
Jan. 1, 1999 Jan. 15, 1999 $ 0.269457 $ Sed = $ 0.269457 
Apr. 1, 1999 Apr. 15, 1999 0.269364 — - 0.269364 
Jul. 1, 1999 Jul. 15, 1999 0.269364 - = 0.269364 
Oct. 1, 1999 Oct. 15, 1999 ___ 0.269364 eS ae bs ee a 0.269364 
glist O14 9S ee 077540) 

Jan. 1, 2000 Jan. 15, 2000 _$ 0.269364 — oP we sca te oe Gat > $ 0.269364 


1 Non-taxable represents a return of capital to unitholders which reduces the cost base of the units. 


2 Excludes the distribution of $0.2 million made to holders of special deposit warrants on March 21, 1997. 


Total distributions declared and paid for the 
year ended December 31, 1999 were $75.0 
million, or $1.08 per Stapled Unit and 
equivalent, and were comprised of interest 
earned on the Series A Subordinate Notes 
issued. 


RISK MANAGEMENT 

TimberWest manages principal risks of its 
business through established systems and 
procedures in two main areas: business 
operations, including both forestry resources 
and facilities, and finance. Principal risks can 
also be viewed in terms of controllable risks 
and non-controllable risks. Non-controllable 
risks result primarily from: variations in 
product prices from changes in market 
conditions; fluctuations in the United States 
dollar and other foreign currency exchange 
rates; and regulatory, legislative and 
harvesting fee changes made by the 

British Columbia provincial government. 
Controllable risks relate primarily to the 
resources and assets of TimberWest and 
compliance with regulatory and ethical 
standards. 


Business Operations Risk 

TimberWest has systems and procedures in 
place to monitor the utilization of resources 
and the protection of assets. Control 
mechanisms report on the efficiency and 
use of forestry, conversion and monetary 
resources. Procedures to track and monitor 
changes, along with adequate insurance 
coverage, protect TimberWest’s assets 
from undue risk. 


The primary regulatory compliance risk 
relates to adherence to environmental 
standards, as the operations of TimberWest 
are subject to a wide variety of 
environmental laws and regulations. The 
Environment Committee of the Board of 
Directors outlines the policy, procedure and 
control mechanism with respect to these 
laws and regulations. TimberWest employs 
an Environmental Management System 
(“EMS”), developed with the assistance of 
external consultants. During 1999, 
TimberWest engaged KPMG Quality 
Registrar Inc. to undertake a comprehensive 
and independent audit of the Company’s 
EMS. An eight-person KPMG audit team 
comprising professional foresters and 
biologists audited TimberWest’s entire 
operations against the standard set down 
by ISO 14001, the only internationally 
recognized environmental standard. 

On November 29, 1999 TimberWest was 
awarded the ISO 14001 registration which 
provides solid evidence that TimberWest 
operations are in substantial compliance 
with applicable environmental laws. 


The Forest Practices Code (the “Code”) was 
implemented in June 1995 and establishes 
standards for both operational planning and 
forest practices on Crown timber tenures 
and private timberlands within tree farm 
licences. TimberWest focuses on providing 
its forest workers and supervisors with the 
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knowledge and skills they require to carry 
out their daily tasks in full compliance with 
the Code. TimberWest believes that it is in 
compliance with the Code. 


The new Private Land Forest Practices 
Regulation was passed into law and will be 
in effect on April 1, 2000. This regulation is 
results-based and applies to lands within 
the Forest Land Reserve, which covers most 
of TimberWest’s private lands. Protection 
standards are set out for four key public 
values: clean water; protection of fish 
habitat; soil conservation; and protection of 
critical wildlife habitat. The Company has 
initiated training for its employees in these 
standards and is working towards ensuring 
compliance in advance of the regulation. 


Finance Risk 


The Company realizes a portion of its 
sales in U.S. dollars and enters into foreign 
exchange contracts to manage its foreign 
exchange risk. The Company does not hold 
or issue financial instruments for trading 
purposes. At December 31, 1999, the 
Company had contracted for $7.3 million 
(U.S. $5.0 million) of foreign exchange 
contracts at an average rate of $1.4697 
expiring at various dates through February 
2000. 


In 1998, the Company fixed the interest 
rate on a portion of its term debt facility 
through an interest rate swap agreement. 
Under this agreement the Company agreed 
to exchange, at specified intervals for a 
specified period, its floating interest rate for 
a fixed interest rate on a notional principal 
amount of $100 million. The interest rate on 
this portion of the debt was fixed at 6.85% 
through to May 11, 2000. In May, 1999, the 
Company agreed to extend the swap to 
June 29, 2001. Under this agreement the 
Company reduced its fixed interest 
payments to 5.75% from May 11, 1999 to 
May 11, 2000, in return for an agreement 
to pay 1.055% over three-month BA’s from 
May 11, 2000 to June 29, 2001. 


Year 2000 Readiness 


The Year 2000 computing issue arises 
because many of the older computer systems 
store and manipulate the year in a two digit 
format. Using this logic to process dates in 
the Year 2000 means that year “OO” will be 
less than “99” which could lead to incorrect 
results or program aborts. All systems that 
report or manipulate dates are at risk. 
Software application problems may result in 
how the dates are being stored in a database, 
in how the program logic is manipulating 

the dates or in the inability of screens and 
reports to handle the four digit format. 

In addition, computer chips which have 

date logic embedded are also at risk. 


Since the change in date has occurred, 
TimberWest has experienced no interruption 
in any of its businesses. All systems appear 
to be operating normally. All relationships 
with customers, suppliers and other third 
parties since the date has changed have 
not been affected by any Year 2000 issues. 


Although the change in date has occurred, 
it is not possible to conclude that all aspects 
of the Year 2000 issue that may affect the 
entity, including those related to customers, 
suppliers, or other third parties, have been 
fully resolved. 


UNCERTAINTIES 


Product Price Sensitivities 


Markets for TimberWest’s products are 
cyclical and affected by such factors as 
economic growth, interest rates, construction 
activity, and log and chip trading activities. 
The following chart illustrates the sensitivity 
of the operating earnings of TimberWest to 

a 5% change in the net sales price of its 
principal products based on sales for the 
year ending December 31, 1999: 


Log Shipments 


a8 Logs - $14.7 

Lumber - $5.1 

| Chips - $0.5 
2 4 6 8 10 12 14 


Includes TFL 46, its associated timber operations and the 
Cowichan Lumbermill, notwithstanding the decision by 
TimberWest to sell these operations in 2000. 


Foreign Exchange Sensitivity 


TimberWest actively manages a portion of 
its United States (“U.S.”) foreign exchange 
exposure with short-term forward contracts. 
These instruments are used for hedging 
purposes only and are not used for 
speculation. (See note 14 to the 
consolidated financial statements on 
disclosure of financial instruments.) 


Achange in the rate of exchange between 
the U.S. dollar against the Canadian dollar 
results in a change in the operating earnings 
of TimberWest. Based on U.S. dollar 
denominated sales for the year ending 
December 31, 1999, a one cent change in 
the rate of exchange between the U.S. dollar 
against the Canadian dollar is estimated to 
result in a change of $2.6 million in operating 
earnings of TimberWest (assuming $U.S. 
denominated transaction prices were 
unchanged). 


Softwood Lumber Export Quota 


The quota allocation received by TimberWest 
under the United States/Canada Softwood 
Lumber Agreement is less than 2% of its 
lumber capacity. This acts as a constraint on 
the Company’s flexibility in responding to 
market conditions. 


Crown Timber Tenures 


The Forest Practices Code, implemented 

in 1995, has constrained harvest flexibility, 
reduced the amount of timber available for 
harvesting and increased the cost of 
harvesting. The effects of the Code are 
extremely variable depending upon the type 
of forest area, the history of previous forest 
management, and the extent of other forest 
values on the area. The impact of the Code 
has been reflected in the current harvest 
levels and operating costs of TimberWest’s 
forest tenure. New government and 
industry initiatives are working to reduce 
bureaucracy, provide increased operating 
flexibility and reduce costs to tenure holders. 


The British Columbia provincial government 
continues to implement its Protected Areas 
Strategy with an overall goal of protecting 
12% of British Columbia’s land base in a 
natural condition. While the strategy is now 
fully implemented for Vancouver Island, 
TimberWest’s operating areas in Johnstone 
Strait may be affected over the next several 
years as small protected areas are chosen. 
The impact on TimberWest’s allowable 
annual cut is expected to be minor. 


Under the Forest Act, allowable annual 

cuts on Crown timber tenures are subject 

to review by the Chief Forester of British 
Columbia every five years. The last review 
was in 1996 and resulted in a net increase 
in TimberWest’s overall allowable annual 
cut. The provincial government of British 
Columbia has signaled its intention to modify 
the current stumpage system in order to 
achieve greater equity in application across 
all tenure holders. The nature of the 
revisions is not known at this time, but it is 
likely that the changes that will be made 

will impact stumpage rates over time. For 
TimberWest’s tenures, such impact will likely 
be mixed with increased stumpage in some 
areas and reduced stumpage in other areas. 
The overall impact cannot be determined 
until such time as the changes are 
announced. 


Aboriginal Issues 


Many First Nations have filed statements 

of claim to aboriginal rights and traditional 
territories with the British Columbia Treaty 
Commission. This Commission is facilitating 
negotiations between individual First Nations 
and the provincial and federal governments. 
Settlements will likely involve a combination 
of cash and land, and may affect 
TimberWest’s Crown timber tenures, in 
which case, tenure holders will be 
compensated. 
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In December 1997, the Supreme Court of 
Canada affirmed aboriginal rights in lands 
used or occupied by their ancestors. The 
decision was rendered in broad terms, and 
consequently, has added to uncertainty 
regarding tenured rights in Canada, 
particularly in British Columbia where few 
treaties were concluded. The Crown has the 
right to dispose of such lands for economic 
and social development purposes but is 
liable for compensation in such an event. 
This judgment confirmed that government 
has a duty to consult with First Nations 
where their rights may be affected. While 
TimberWest recognizes that additional 
consultation may be necessary, it does not 
expect additional significant delay or costs 
with respect to ongoing operational 
approvals concerning its Crown timber 
tenures. 


The British Columbia provincial government 
and the First Nations Summit have stated 
that private lands will not be subject to land 
claims. This position was confirmed early in 
1999 when a treaty settlement agreement 
was reached between the provincial 
government of British Columbia, Canada 
and the Nisga’a First Nations Band. 


The Industrial, Wood & Allied Workers 
of Canada Collective Agreement 


The Industrial, Wood & Allied Workers of 
Canada (“IWA Canada’) is the certified 
bargaining agent for TimberWest’s hourly 
employees at the Cowichan Lumbermill and 
logging operations. TimberWest is a member 
of Forest Industrial Relations, which 
negotiates a master agreement with coastal 
IWA Canada locals on behalf of industry 
members. The collective agreement with 
IWA Canada expires on June 14, 2000. 


The Forest Industrial Relations has held 
preliminary discussions with the IWA to 
explain the competitive position of the 
Coastal Forest industry. Contract talks to 
renew the collective agreement are to 
commence soon. However, there is no 
certainty that a collective agreement will be 
reached before the current agreement 
expires. 


Legal Issues 


In 1995, the British Columbia provincial 
government unilaterally replaced royalty 
fees charged on timber licences with more 
onerous stumpage fees. TimberWest has 
commenced legal action to recover 
compensation for the resulting loss and 
damage to its commercial and economic 
interests and investment in the timber 
licences. An independent study conducted 
for the British Columbia provincial 
government estimated the impact of the 
change in policy upon TimberWest at $39 
million, and TimberWest’s action seeks to 
recover all losses. In late 1999, the court 
determined that TimberWest’s claim should 
proceed to trial. 


On October 29, 1997, Slocan Forest 
Products Ltd. (“Slocan’) filed a writ and 
statement of claim in the Supreme Court of 
British Columbia claiming damages arising 
out of the purchase by Slocan in June of 
1997 of TimberWest Forest’s lumbermill 
and logging operations at Mackenzie, British 
Columbia. The amount of damages claimed 
by Slocan in the writ and the statement of 
claim is not stated. A trial date of May 2000 
has been set for this matter. It is the position 
of TimberWest Forest that the claim is 
without merit. 


The Company is subject to other legal 
proceedings and claims which arise in the 
ordinary course of its business. Although 
there can be no assurance as to the 
disposition of these matters and the 
proceedings, it is the opinion of the 
Company’s management, based upon the 
information available at this time, that the 
expected outcome of these matters, 
individually or in aggregate, will not have a 
material adverse effect on the results of 
operations and financial condition of the 
Company. 
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steady, both in Japan and the U.S., and 
OUTLOOK there is optimism that with the continuation 
of the improving trend of the economy in 
Japan, price improvements are likely during 
the year. Domestic demand for sawlogs 
should also improve as the Japanese 
economy makes its way towards a sustained 
recovery. During 2000, TimberWest will 


Conditions in the forest industry continue 

to show signs of improvement. Economic 
reports indicate that Japan’s economy is on 
the road to recovery. This bodes well for the 
market for lumber and logs in Japan. 


The U.S. lumber market was very strong continue to use its unique flexibility to take 
through most of 1999. Industry reports full advantage of market opportunities as 
indicate that benchmark western SPF 2X4 they arise. 


prices increased as much as 47% before 
leveling off in December, ending the year up 
almost 12% from the beginning of the year. 
U.S. housing starts finished 1999 at an 
annualized rate of approximately 1.66 million 
units, the highest annual rate since the 
housing boom of the mid-1980’s when they 
peaked at 1.81 million units. During 2000, 
economists predict housing starts will 
decline, but only modestly and barring a 
significant rise in interest rates, should 
remain sufficient to sustain a healthy 
demand for lumber. 
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claims. This position was confirmed early in 
1999 when a treaty settlement agreement 
was reached between the provincial 
government of British Columbia, Canada 
and the Nisga’a First Nations Band. 


The Industrial, Wood & Allied Workers 
of Canada Collective Agreement 


The Industrial, Wood & Allied Workers of 
Canada (“IWA Canada’) is the certified 
bargaining agent for TimberWest’s hourly 
employees at the Cowichan Lumbermill and 
logging operations. TimberWest is a member 
of Forest Industrial Relations, which 
negotiates a master agreement with coastal 
IWA Canada locals on behalf of industry 
members. The collective agreement with 
IWA Canada expires on June 14, 2000. 


million, and TimberWest’s action seeks to 
recover all losses. In late 1999, the court 
determined that TimberWest’s claim should 
proceed to trial. 


On October 29, 1997, Slocan Forest 
Products Ltd. (“Slocan’) filed a writ and 
statement of claim in the Supreme Court of 
British Columbia claiming damages arising 
out of the purchase by Slocan in June of 
1997 of TimberWest Forest’s lumbermill 
and logging operations at Mackenzie, British 
Columbia. The amount of damages claimed 
by Slocan in the writ and the statement of 
claim is not stated. A trial date of May 2000 
has been set for this matter. It is the position 
of TimberWest Forest that the claim is 
without merit. 


The Company is subject to other legal 
proceedings and claims which arise in the 
ordinary course of its business. Although 
there can be no assurance as to the 
disposition of these matters and the 
proceedings, it is the opinion of the 
Company’s management, based upon the 
information available at this time, that the 
expected outcome of these matters, 
individually or in aggregate, will not have a 
material adverse effect on the results of 
operations and financial condition of the 
Company. 


Market Access 


TimberWest sold 837.1 thousand m§ of logs 
during 1999 into export markets in Japan 
and the United States Pacific Northwest at 
average sales price premiums to domestic 
sales prices of $51 per m®. As a result, 
price premiums on log export shipments 
constitute a significant component of 
TimberWest’s distributable cash. Federal 
log export restrictions currently limit the sale 
of logs into export markets from British 
Columbia. To be eligible for export, logs 
must be surplus to the requirements of the 
domestic market. All logs sold in the 
domestic market, even those suitable for 
export, are sold at domestic prices. 


These restrictions limit TimberWest’s ability 
to export and hence also limit access to the 
additional price premiums available in these 
markets. Without access to international 
markets, TimberWest’s distributable cash 
would be negatively impacted. 


OUTLOOK 


Conditions in the forest industry continue 

to show signs of improvement. Economic 
reports indicate that Japan’s economy is on 
the road to recovery. This bodes well for the 
market for lumber and logs in Japan. 


The U.S. lumber market was very strong 
through most of 1999. Industry reports 
indicate that benchmark western SPF 2X4 
prices increased as much as 47% before 
leveling off in December, ending the year up 
almost 12% from the beginning of the year. 
U.S. housing starts finished 1999 at an 
annualized rate of approximately 1.66 million 
units, the highest annual rate since the 
housing boom of the mid-1980’s when they 
peaked at 1.81 million units. During 2000, 
economists predict housing starts will 
decline, but only modestly and barring a 
significant rise in interest rates, should 
remain sufficient to sustain a healthy 
demand for lumber. 


The North American pulp market made 
strong gains in 1999 with a series of price 
increases starting in April, pushing up the 
list price of NBSK by 28% to US$630 a ton. 
With analysts predicting further increases 
in demand and no new supply entering the 
market in the near term, there is optimism 
that these improvements can be sustained 
through the year. The market for newsprint 
is also showing signs of recovery. As a result 
of these factors, wood chip prices began to 
rise by year-end. With the continuation of 
strong pulp and newsprint demand, further 
increases in wood chip prices during 2000 
can be expected. TimberWest also expects 
to benefit from the improving pulp and 
newsprint market through increased 
demand for pulp logs. 


As a result of these conditions, the B.C. 
coastal log market is expected to continue 
improving during 2000. Demand for logs in 
international markets is expected to remain 
steady, both in Japan and the U.S., and 
there is optimism that with the continuation 
of the improving trend of the economy in 
Japan, price improvements are likely during 
the year. Domestic demand for sawlogs 
should also improve as the Japanese 
economy makes its way towards a sustained 
recovery. During 2000, TimberWest will 
continue to use its unique flexibility to take 
full advantage of market opportunities as 
they arise. 
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Management’s Responsibility 


The management of TimberWest Forest Corp. (the “Company’”) is responsible for the 
preparation, integrity and fair presentation of the accompanying consolidated financial 
statements and other information contained in this Annual Report. The consolidated financial 
statements and related notes were prepared in accordance with accounting principles generally 
accepted in Canada and reflect management's best judgments and estimates. Financial 
information provided elsewhere in this Annual Report is consistent with that in the consolidated 
financial statements. 


Management maintains a system of internal controls over financial reporting which 
encompasses policies, procedures and controls to provide reasonable assurance that assets 
are safeguarded against loss or unauthorized use, that transactions are executed and recorded 
in accordance with management's authorization and that financial records are accurate and 
reliable. 


The Board of Directors of the Company is responsible for ensuring that management fulfills its 
responsibilities for financial reporting and internal controls. The Board maintains an Audit 
Committee which is comprised of four non-management members of the Board of Directors and 
which provides oversight to the financial reporting process. The Audit Committee meets 
periodically with management and the external auditors to review the consolidated financial 
statements, the adequacy of financial reporting, accounting systems and controls and internal 
and external auditing functions. 


The consolidated financial statements have been reviewed by the Audit Committee, which 
recommended that they be approved by the Board of Directors of the Company. These 
consolidated financial statements have been audited by KPMG LLP, the external auditors, 
whose report follows. 


cntk. 


Scott A. Folk Beverlee F. Park 

President and Vice-President Finance, 

Chief Executive Officer Chief Financial Officer and Secretary 
TimberWest Forest Corp. TimberWest Forest Corp. 


January 31, 2000 
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Auditors’ Report to the Unitholders 


We have audited the consolidated balance sheets of TimberWest Forest Corp. as at December 
31, 1999 and 1998 and the consolidated statements of distributable cash, cash flows, 
unitholders’ equity and operations for the years then ended. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at December 31, 1999 and the distributable cash, results of 
its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles. As required by the Company Act (British Columbia), 
we report that, in our opinion, these principles have been applied on a consistent basis. 


KeM(, Lt? 
Chartered Accountants 


Vancouver, Canada 


January 21, 2000 
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TimberWest Forest Corp. 
Consolidated Statements of Distributable Cash 


(in millions of dollars, except per Stapled Unit and equivalent amounts) 
December 31, 1999 and 1998 


1999 1998 
7 
Earnings before income taxes $ 41.6 $ 43.0 
Income tax expense charged to income $ (29.1) $ (21.2) 
Income tax benefit related to distributions 25.4 22.0 
Income tax recovery (expense), net note 11 (3.7) 0.8 
Earnings available for distribution note 9 37.9 43.8 
Write-down of capital assets note 10 24.7 - 
Earnings available for distribution before 
write-down of capital assets 62.6 43.8 
Add (deduct): 
Depreciation, depletion and amortization 18.7 16.3 
Deferred income tax expense (recovery) and 
other non-cash items 0.3 (251) 
Proceeds from sale of real estate and other assets 10.6 15.0 
Gain on sale of real estate and other capital assets (2.3) (4.6) 
Capital expenditures (6.6) (7.0) 
Decrease in non-cash working capital = 6.9 
20.7 24.5 
Distributable cash $ 83.3 $ 68.3 
Distributable cash per Stapled Unit and equivalent $ 1.20 $ 0.98 
Cash distributions declared per Stapled Unit 
and equivalent $ 1.08 $ 1.08 


See accompanying notes to consolidated financial statements. 


si Consolidated Financial Statements 


TimberWest Forest Corp. 
Consolidated Balance Sheets 


(in millions of dollars) 
December 31, 1999 and 1998 
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1998 


Assets 


Current assets: 


Accounts receivable $ 32.2 $ 31.3 

Inventories note 3 59.1 52a% 

Prepaid expenses and other current assets 2.1 3.1 

93.4 87.1 
Capital assets note 4 982.9 1,027.6 
Other assets note 5 33.4 29.9 
$ 1,109.7 $ 1,144.6 

SU_~ZUZIU(~ LL UD-i---jA---.. 22> Lp CS le 
Liabilities and Unitholders’ Equity 
Current liabilities: | 

Operating loan note 6 $ 15.2 $ 62.9 | 

Accounts payable and accrued liabilities 49.7 66.6 | 

Distribution payable 18.8 18.8 | 

83.7 148.3 
Bank term loan note 6 201.8 iNelskis) 
Debentures note 7 125.0 125.0 
Long-term silviculture liability 4.1 3.0 
Deferred income taxes 13.4 11.0 
a 428.0 — 425.8 

Unitholders’ equity note 8 

Stapled Units: consisting of Series A Subordinate 

Notes, preferred shares and common shares note 8(c) 783.2 783.2 
Distributions in excess of earnings _ (101.5) — (64.4) 
681.7 718.8 
Reorganization note 8(b) 
Commitments and contingencies : note 15 Ss 
$ 1,109.7 $ 1,144.6 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


PS 


Scott A. Folk, Director Paul J. McElligott, Director 
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TimberWest Forest Corp. 
Consolidated Statements of Cash Flows 


(in millions of dollars) 
Years ended December 31, 1999 and 1998 


1999 1998 
Cash provided by (used in): 
Operations: 
Earnings before income taxes $ 43.0 
Current income taxes note 11 (1.3) 
41.7 
Items not involving cash: 
Depreciation, depletion and amortization 16.3 
Write-down of capital assets = 
Gain on sale of capital assets (4.6) 
Other non-cash items (0.4) 
53.0 
Changes in non-cash working capital: 
Accounts receivable W235 
Inventories 19.3 
Prepaid expenses and other current assets 3.3 
Accounts payable and accrued liabilities (5.5) 
82.6 
Financing: 
Increase (decrease) in operating loan ee) 
Increase (decrease) in term loan (161.5) 
Debentures issued 124.4 
Prepaid and deferred debt issue costs (3.1) 
Issue of Stapled Units and equivalent, 
net of issue costs (2.3) 
Distributions paid to unitholders (73.6) 
(98.2) 
Investing: 
Additions to capital assets (7.0) 
Increase in other assets (4.4) 
Proceeds from sale of capital assets 9.6 
(1.8) 
Decrease in cash (17.4) 
Cash, beginning of year 17.4 
Cash, end of year $ = 
Supplementary information: 
Interest paid $ 20.8 
Income taxes paid 5:0 


See accompanying notes to consolidated financial statements. 


EI | Consolidated Financial Statements 


TimberWest Forest Corp. 
Consolidated Statements of Unitholders’ Equity 


(in millions of dollars) 
December 31, 1999 and 1998 


Stapled Units (note 8(c)) Distributions Total 
in excess unitholders’ 
Number Amount of earnings equity 
Balance December 31, 1997 69,608,360 $ 784.4 $033.2) 8 Pal | 
| 
Year ended December 31, 1998: 
Cost of reorganization 
and issuance of 
Stapled Units - (1.2) - (1.2) 
Net earnings - - 21.8 21.8 
Interest on Series A | 
Subordinate Notes = = (75.0) (75.0) | 
Income tax benefit 
thereon - — 22.0 22.0 
Balance December 31, 1998 69,608,360 783.2 (64.4) 718.8 
Year ended December 31, 1999: 
Net earnings - - 12:5 1225 
Interest on Series A 
Subordinate Notes - - (75.0) (75.0) 
Income tax benefit 
thereon _ — 25.4 25.4 
Balance December 31, 1999 69,608,360 OS Thsks}2 $ (101.5) $ 681.7 | 


See accompanying notes to consolidated financial statements. 
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TimberWest Forest Corp. 
Consolidated Statements of Operations 


(in millions of dollars) 
Years ended December 31, 1999 and 1998 
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Net sales $ 399.8 
Operating costs and expenses: 
Cost of products sold 307.4 
Depreciation, depletion and amortization 13.4 
Selling, administrative and other 10.5 
331.3 
Operating earnings 68.5 
Interest expense (20.8) 
Amortization of debt issue costs (2.9) 
Write-down of capital assets note 10 - 
Other expense (1.8) 
Earnings before income taxes 43.0 
Income tax expense note 11 ied 
Net earnings $ 21.8 


Earnings (loss) per share and per Stapled Unit 
and equivalent note 9 


See accompanying notes to consolidated financial statements. 


(in millions of dollars) 
Years ended December 31, 1999 and 1998 


1. Basis of presentation: 


The Company was incorporated under the Company Act (British Columbia) on January 31, 1997 
and commenced operations on June 23, 1997, being the date of the acquisition of TFL Forest Ltd. 
(formerly TimberWest Forest Limited) (“TimberWest Forest’). 


Until September 30, 1998, the Company was a wholly-owned subsidiary of TimberWest 
Timber Trust (See note 8(b)). 


2. Significant accounting policies: 


(a) Distributable cash: 

Distributable cash includes consolidated earnings before income taxes less current income taxes 
plus depreciation, depletion and amortization, proceeds from the sale of certain capital assets net 
of their gain (loss) on sale, less capital expenditures and from time-to-time other items deemed 
appropriate by management. The aggregate annual amount of interest on the Series A 
Subordinate Notes is $75.0 million. 


(b) Basis of consolidation: 

The consolidated financial statements include the accounts of the Company and its subsidiaries. 
All significant intercompany transactions and balances have been eliminated. 

(c) Inventories: 

Inventories other than supplies, which are valued at cost, are valued at the lower of average 
cost and net realizable value. 

(d) Capital assets: 


Capital assets are stated at cost; plant and equipment are depreciated on a straight-line basis at 
rates which reflect estimates of the economic lives of the assets based on the following annual 
rates of depreciation: 


Assets Rate 
Buildings PL OV SIE 
Machinery and equipment 5% - 25% 
Other 3% - 20% 


Crown timber tenures are depleted on a systematic manner based on the utilization of the 
timber resources. Logging roads are amortized on a straight-line basis over 12 years, which 
approximates the utilization of the related timber resources. 


Private timberlands are accounted for using the sustained yield method. Depletion is taken on the 
capital cost of the private timberlands when harvest levels exceed growth on a sustained basis. 
Yield analyses are conducted at least every five years on all private timberlands to determine if a 
depletion charge is required. 


(e) Deferred debt issue costs: 
Debt issue costs related to the bank loans and debentures are deferred and amortized over their 
respective terms to maturity. 


(f) Silviculture costs: 

The Forest Act (British Columbia) requires the holders of timber harvesting licences to assume the 
cost of reforestation on these licences. Accordingly, the Company records the estimated cost of 
reforestation of these licences as the timber is harvested. The portion of this liability representing 
expenditures projected to take place within the next year is classified as a current liability and the 
remainder is classified as a long-term liability. 
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(g) Series A Subordinate Notes: 

As the Company may elect to pay interest on the Series A Subordinate Notes in common or 
preferred shares of the Company and may elect to pay the principal amount of the Series A 
Subordinate Notes in common shares of the Company, the $625.0 million principal amount of the 
Series A Subordinate Notes has been classified as equity for accounting purposes, and interest 
thereon, on an after tax basis, is charged directly to distributions in excess of earnings as a 
distribution. 


(h) Income taxes: 

The Company accounts for income taxes using the deferral method. The income tax benefit 
related to interest on the Series A Subordinate Notes is charged directly to distributions in 
excess of earnings. 


(i) Foreign currency transactions: 

Monetary assets and liabilities denominated in foreign currencies are translated at the 
period-end exchange rates. Gains or losses on translation of current assets and current liabilities 
are reflected in net earnings for the period. Revenues and expense items denominated in foreign 
currencies are translated at rates of exchange prevailing during the period. 


The Company uses hedging arrangements to reduce its exposure to fluctuations in the 
Canadian/U.S. dollar exchange rate. The hedging instruments are recognized in the financial 
statements when they are settled. 


(i) Post-retirement benefits: 


The Company provides certain health care and limited life insurance benefits to eligible retired 
employees. The costs of providing these benefits are expensed as paid. 


(k) Use of estimates: 


The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the period 
reported. Actual results could differ from those estimates. Significant accounts requiring the use 
of management estimates relate to the determination of silviculture and environmental liabilities, 
inventory valuation and rates for depreciation of capital assets. 


(I) Statement of cash flows: 


In June 1998, the Canadian Institute of Chartered Accountants issued Section 1540, Cash Flow 
Statements, which is required to be adopted for fiscal years beginning on or after August 1, 1998. 
This Section establishes new standards for the presentation of cash flows and related information. 
The Company has adopted Section 1540 during the year ended December 31, 1999 and has 
restated the previously reported statement of changes in financial position for 1998 to reflect the 
new standard. 


(m) Comparative figures: 


Certain 1998 comparative figures have been reclassified to conform with the presentation 
adopted for the current year. 


3. Inventories: 


ae oe 5 ee 1998 
Logs $ 43.6 | $ 415 
Lumber 14.0 | 8 
Supplies 1.5 | ez, 

7 - gg 59.1] “yes 


4. Capital assets: 


1999 


Property, plant and equipment: 
Logging buildings and equipment 
Lumbermills and other equipment 


and facilities 
Land 


Timberlands (including $843.4 million of 
private timberlands) and logging roads 
(net of depletion and amortization) 


1998 


Accumulated 


Property, plant and equipment: 
Logging buildings and equipment 
Lumbermills and other equipment 


and facilities 
Land 


Timberlands (including $843.4 million of 
private timberlands) and logging roads 
(net of depletion and amortization) 


5. Other assets: 


Deferred debt issue costs and discount, net 
Stapled Unit purchase loans 


Non-interest bearing promissory notes due in instalments 


Prepaid pension costs 
Receivable on sale of assets 


Other 


' Cost _ depreciation 

$ 28.9 $ Vhs | 

33.3 5.4 | 

2 (36.2 = | 

$ 98.4 $ 16.9 | 
Accumulated 

7 Cost _ : __ depreciation : 

$ 30.7 $8 | 
40.9 16 

43.0 me 

$ 114.6 $ 11.4] 
we oe 1999 

$ 6.6 

6.1 | 

2.7 | 

5.8 | 

4.6 | 

; 7.6 | 

$ 33.4 | 


Net 
book value 


Net 


$ 22.9 | 
37.3 | 


43.0 
103.2 | 
| 


924.4 


$ 1,027.6 


1998 


ooo Ola 
5.9 | 
3.9 | 
BD | 


6.8 | 


$ 299 


Stapled Unit purchase loans are due from employees and former employees and have a term of ten 
years, are interest free, and are secured by Stapled Units acquired with the proceeds of the loans 
and the proceeds of life insurance. Distributions made on the Stapled Units, on an after tax basis, 
can either be used to reduce the principal balance of the loans or to reinvest in additional units. In 
addition, bonuses may be paid to certain of the individuals depending upon the performance of the 
Company and the amount of such bonuses, on an after tax basis, can also be used to either reduce 
the principal balance of the loans or to reinvest in additional units. The market value of Stapled Units 


held as security for the loans at December 31, 1999 was $5.2 million (1998 - $4.4 million). 


The non-interest bearing promissory notes due in instalments have a face value of $4.5 million 
(1998 - $6.0 million) with repayments of $1.5 million on January 1 in each of the years 2000, 2001 
and 2002 and have been discounted to their present value. The portion of non-interest bearing 
promissory notes due within one year has been included in prepaid expenses and other current 


assets. 
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6. Bank loans: 


The Company has a Term Loan facility for up to $201.8 million (1998 - $201.8 million) and an 
Operating Loan facility for up to $75.0 million. Both facilities are revolving and unsecured. 


The facilities currently bear interest either at the lender’s rates for Canadian prime or U.S. base 
rate loans or at Bankers’ Acceptance rates or at LIBOR plus applicable margins. 


The Company has borrowed by way of Bankers’ Acceptances under the facilities with a weighted 
average interest rate at December 31, 1999 of 5.65% (1998 - 5.69%) under the Term Loan and 
6.03% (1998 - 5.65%) under the Operating Loan. 


The Operating Loan matures June 30, 2000 and is renewable annually. The Term Loan matures 
June 30, 2001. 


7. Debentures: 


During the year ended December 31, 1998, the Company issued 6.5% Debentures with a face 
value of $125.0 million for total consideration of $124.4 million. The 6.5% Debentures mature on 
March 3, 2003, are unsecured and unsubordinated and rank senior in priority to the Series A 
Subordinate Notes and equally with indebtedness of the Company under its bank debt facilities. 


8. Unitholders’ equity: 
(a) Authorized share capital: 


4,997,500,000 common shares without par value 
1,600,000 class A preferred shares with a par value of $1.00 each 
5,000,000,000 class B preferred shares without par value of which the following 


have been designated in series: 
32,500,000 series A preferred shares 
16,000,000 series B preferred shares 
1,539,000 series C preferred shares 
65,840,000 series D preferred shares 
10,000,000,000 preferred shares with a par value of $0.024456 each 


(b) Reorganization: 

On September 30, 1998, the unitholders and instalment receiptholders of TimberWest Timber 
Trust (“the Trust’) approved a reorganization of the Trust and of the Company, the Trust’s then 
wholly-owned subsidiary. Immediately prior to the reorganization becoming effective, all but one of 
the existing common shares of the Company, all of which were held by the Trust, were exchanged 
for 6,960,836,000 preferred shares of the Company with a paid up capital of $0.024456 each, the 
remaining common share was subdivided into 69,608,360 new common shares and the existing 
$625.0 million 12% Series A Subordinated Notes of the Company, all of which were owned by 

the Trust, were repaid and the Trust purchased from the Company, with the proceeds of such 
repayment, a new series of $625.0 million 12% subordinated notes represented by subordinate 
note receipts (“Series A Subordinate Notes’). 


The preferred shares, new common shares and Series A Subordinate Notes were issued as 
Stapled Units, with each Stapled Unit consisting of one common share, 100 preferred shares and 
a subordinate note receipt representing approximately $8.98 face amount of Series A Subordinate 
Notes of the Company. 69,608,360 Stapled Units were issued to the Trust. 


Pursuant to the reorganization, Trust units previously held by the unitholders of the Trust have 
been redeemed in exchange for Stapled Units of the Company, resulting in the Trust unitholders 
owning directly the common shares and subordinated notes of the Company that were previously 
held by the Trust. As at December 31, 1999, 69,608,360 of the Trust units (or 100% (1998 - 88%)) 
had been redeemed to the Trust in exchange for Stapled Units of the Company. 


As the reorganization resulted in the unitholders of the Trust owning directly all of the 

equity interests of the Company which were held by the Trust prior to the reorganization, the 
reorganization does not result in any change in beneficial ownership of the Company. Accordingly, 
the financial statements of the Company were restated to reflect transactions and the accounting 


treatment of transactions previously reflected and recorded by the Trust as at the date of the 
reorganization. All amounts were restated in the December 31, 1998 financial statements as 
previously issued and the December 31, 1998 comparative amounts included herein are 
consistent with those previously issued financial statements. 


(c) Stapled Units: 


The Company has issued 69,608,360 Stapled Units, each Stapled Unit consisting of 
approximately $8.98 face amount of Series A Subordinate Notes, 100 preferred shares and 
one common share, as follows: 


Number of Series A Total 
Stapled Subordinate Preferred Common Issue Stapled 
Units Notes shares shares costs Units 


Balance, December 31, 
1997, as restated 69,608,360} $ 625.0 


$ 170.2|; $ 15.4] $ (26.2)| $ 784.4 
Year ended, December 31,1998: 


Cost of reorganization and 
issuance of Stapled Units - - 


= = (1.2) (1.2) 


Balance, December 31, 
1998 and 1999 69,608,360 


$7625.0 i63 3170.2) $5 15.4 | 2S (27.4) |S 783.2 


The securities comprising a Stapled Unit trade together as Stapled Units and cannot be 
transferred except with each other as part of a Stapled Unit until the date of maturity of the 
Series A Subordinate Notes or the payment of the principal amount of the Series A Subordinate 
Notes following an event of default and expiration of a remedies blockage period. 


Details as to each of the components of the Stapled Units are as follows: 
(i) Series A Subordinate Notes: 


Amount 


Series A Subordinate Notes outstanding (note 2(g)) $ 625.0 


Each Series A Subordinate Note has been issued with a face amount of $8.978896569 entitling 
the holder to an interest payment per unit of $1.077456788 per annum (12%). 


The Series A Subordinate Notes are unsecured and subordinate to the Term Loan and Operating 
Loan facilities and the Debentures. The principal amount of the Series A Subordinate Notes plus 
accrued and unpaid interest thereon are due on August 31, 2038, unless such date is extended 
by the Company at the time of the issuance of additional Subordinate Notes to a date not later 
than the earlier of: (i) the date of maturity of such additional Subordinate Notes; and (ii) August 31, 
2048, and will be payable by cash or, at the option of the Company, by delivery of common shares 
to the Subordinate Note Trustee for the benefit of the holders of the Subordinate Notes. 


(ii) Preferred shares: 


Number of shares Amount 


Preferred shares issued in exchange for common shares 6,960,836,000 8 1TA02 


The holders of the preferred shares are entitled to the receipt of dividends as may be declared 
by the Board of Directors from time to time and are not entitled to any voting rights except as 
may be provided under the Company Act. The preferred shares may be redeemed at the option 
of the Company in whole at any time or in part from time to time at the par value of $0.024456 
per share. 
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(iii) Common shares: 


Number of shares Amount 

Balance at December 31, 1997, as previously stated 11,648,668 8 WO 
Adjustments to reflect reorganization: 

Common shares exchanged for preferred shares (11,648,667) (170.2) 

Subdivision of remaining common shares 69,608,359 - 

15.4 


Adjustment to carrying value of common shares = 


Balance December 31, 1997, as restated, and 


December 31, 1998 and 1999 69,608,360 


(d) Class B preferred shares issuable in series: 
Details as to the series of class B preferred shares issued are as follows: 


Number of shares Amount 

Series A 32,500,000 325.0 
Series D ; 62,500,000 625.0 
950.0 

Less preferred shares owned by the Company’s subsidiaries (950.0) 


Balance, December 31, 1998 and 1999 


9. Earnings (loss) per Stapled Unit and equivalent and components thereof: 


Earnings (loss) per Stapled Unit and equivalent and the components thereof for the years 
ended December 31, 1999 and 1998 have been calculated on a weighted average of 69,608,360 


common shares and Stapled Units and equivalents outstanding as follows: 


1999 
Per unit 
Amount amounts Amount 


1998 
Per unit 
amounts 


Net earnings for the period $ 12.5 $ PsA) 
Less: 


Distributions on Series A 
Subordinate Notes $ 75.0 8 70 


Tax benefit thereon (25.4) (22.0) 


aS 49.6 53.0 


Loss attributable to the common 
shares (and loss per common share 
and equivalent) (37.1) $ (0.54) (31.2) 


Earnings attributable to the Series A 
Subordinate Notes (and per Stapled 
75.0 


Earnings available for distribution 
attributable to the Stapled Units 


(and per Stapled Unit and equivalent) $ 43.8 


Earnings available for distribution before 
write-down of capital assets (note 10) 


(and per Stapled Unit and equivalent) $ 43.8 


$ 0.63 


$ 0.63 


10. Write-down of capital assets: 


On December 13, 1999, the Company announced its intention to sell its Cowichan Lumbermill 
and Tree Farm Licence 46 and related assets located on southern Vancouver Island. The 
Company has estimated the net recoverable amount of the net assets of these operations based 
on their estimated future net cash flow from use together with expected net proceeds on sale 
resulting in a write-down of $24.7 million in respect of these net assets. The loss per Stapled 
Unit attributable to the write-down is $0.36 per Stapled Unit. 


11. Income taxes: 


The Company’s effective income tax rate differs from the Canadian statutory income tax rate. 
The principal factors causing the difference are as follows: 


1999 1998 
Statement of Statement of 
operations Distributions Total operations Distributions Total 
Earnings 
before income taxes $ 41.6] $ = SG 40 | & - 
Interest on Series A 
Subordinate Notes (75.0) — (75.0) 
$ (75.0) $ 48.0 | $ (75.0) 


Income tax expense 
(benefit) at statutory 


rates (45.6%) $ 19.0) $ (34.2)) $ (15.2) $ 19.6 | $ (34.2)| $ (14.6) 
Large corporation tax 1.3 = 1.3 1.3 = 1.3 
Non-deductible expenses - - - 0.3 - 0.3 
Non-deductible portion 

of asset write-down 8.8 - 8.8 — - - 
Tax losses not recognized =a 8.8 8.8 - 12.2 I22 


Income tax expense 
(recovery) 


Income and other taxes 
are represented by: 


Large corporation tax 
Deferred income tax 


Income tax benefit on 
interest on Series A 
Subordinate Notes 
charged directly to 
distributions 


Income tax expense 


12. Pensions and employee contracts: 


The Company, through its subsidiaries, maintains pension plans which include defined benefit 
and defined contribution segments available to all salaried employees and to hourly employees 
not covered by union pension plans. Based on the most recent actuarial valuations of these 
plans, utilizing management estimates, the status of the defined benefit pension plans as at 
December 31, 1999 is as follows: 
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1999 1998 
Present value of accrued pension benefits $ 87.8 $ 88.9 
Pension fund assets $ 105.3 $ 101.5 
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Unionized employees of the Company’s subsidiaries are members of industry-wide pension 
plans to which the Company contributes a pre-set amount per hour worked by an employee. The 
Company has no further obligations relating to the pension benefits of its unionized employees. 


In 1998, the Board of Directors determined that it was in the best interests of the Company and 
its holders of Stapled Units that the Company retain and encourage the continuing service and 
retention of its officers. Accordingly, the Company entered into agreements with some of its 
officers providing a supplement to the severance entitlements to which these officers are entitled 
under their regular employment arrangements if employment is terminated without cause within 
24 months following a change of control of the Company, as defined in the agreements. 


13. Segment information: 


The Company has one reportable segment, being solid wood, identified based on the way that 
management organizes its business for making operating decisions and assessing performance. 


Net sales by product are as follows: 


7 _ ee — 7 : = 1999 1998 
Logs $ 327.1 yO 7/ 
Lumber 102.4 59.6 
Wood chips and other 18.0 9.9 
Real estate . ae 9.1 9.6 


a as A 8 456.6 | $ 399.8 


Net sales by geographic area are as follows: 


1999 1998 
Canada $ 249.1 6 PIAS). 7/ 
Japan 145.9 105.4 
United States 34.5 Wee 
Belgium 12.5 6.1 
Australia 12.0 9.5 
Other 2.6 0.6 
+ oa, 7 - yer: ea —-g-«456.6 | $ 399.8 


All of the Company’s assets are located in British Columbia, Canada. 


The Company had sales to one customer which amounted to approximately $43.8 million for the 
year ended December 31, 1999 (1998 - $49.5 million). 


14. Fair value of financial instruments: 


The carrying value of accounts receivable, accounts payable and accrued liabilities and 
distribution payable approximate their fair value due to the short maturity of these instruments. 


The carrying value of the non-interest-bearing promissory notes receivable approximate their fair 
value as they are recorded at discounted amounts based on rates that approximate market rates. 


The carrying value of bank loans and the Series A Subordinate Notes approximate their fair value 
as they bear interest at rates that approximate market rates. 


At December 31, 1999, the Company’s 6.5% Debentures had a carrying value of $125.0 million 
and a fair value of $120.0 million (1998 - $122.4 million). The fair value of the debentures was 
estimated based on quotes provided by financial institutions at December 31, 1999 and 1998. 


At December 31, 1999, the Company had an interest rate swap with a notional value of 

$100 million (1998 - $100 million), where the Company pays at a fixed rate of 5.75% (1998 - 6.85%) 
until May 11, 2000 (1998 - May 11, 2000) and thereafter at a floating rate of three month Banker 
Acceptance rates plus 1.055% and a maturity date of June 29, 2001. The carrying value of this 
interest rate swap was nil (1998 - nil) and the fair value was $(1.4) million (1998 - $(2.6) million). 


At December 31, 1999, the Company had contracted for $7.3 million — U.S. $5 million 

(1998 - $7.7 million — U.S. $5 million) of United States dollar foreign exchange contracts at 

an average rate of 1.4697 expiring at various dates through February 2000. The carrying value 
of these foreign exchange contracts is nil and, based on market exchange rates at 

December 31, 1999, the foreign exchange contracts had a fair value of $0.1 million. 


15. Commitments and contingencies: 


(a) Operating leases: 

The Company is committed to payments under operating leases for equipment and office 
premises through 2004 in the total amount of approximately $14.5 million. Annual payments for 
each of the five succeeding years are: 2000 - $4.7 million; 2001 - $4.5 million, 2002 - $2.9 million; 
2003 - $1.9 million; 2004 - $0.5 million. 


(b) Legal claims: 

On October 29, 1997, Slocan Forest Products Ltd. (“Slocan’”) filed a writ and statement of claim 

in the Supreme Court of British Columbia claiming damages arising out of the purchase by Slocan 
in June of 1997 of TimberWest Forest’s lumbermill and logging operations at Mackenzie, British 
Columbia. The amount of damages claimed by Slocan in the writ and the statement of claim is not 
stated. A trial date of May 2000 has been set for this matter. It is the position of TimberWest 
Forest that the claim is without merit. 


The Company is subject to other legal proceedings and claims which arise in the ordinary 

course of its business. Although there can be no assurance as to the disposition of these matters 
and the proceedings, it is the opinion of the Company’s management, based upon the information 
available at this time, that the expected outcome of these matters, individually or in aggregate, 
will not have a material adverse effect on the results of operations and financial condition of the 
Company. 


(c) Letters of guarantee: 


At December 31, 1999, the Company had commitments of $5.5 million relating to outstanding 
letters of guarantee issued under its operating facility, which secure various obligations of the 
Company. In addition, the Company had a short-term extendable commitment of $8.6 million 
relating to other letters of guarantee issued by another bank securing similar obligations to those 
issued under the operating facility. 


(d) Uncertainty due to the Year 2000 Issue: 


The Year 2000 Issue arises because many computerized systems use two digits rather than 
four to identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some 
other date, resulting in errors when information using year 2000 dates is processed. In addition, 
similar problems may arise in some systems which use certain dates in 1999 to represent 
something other than a date. Although the change in date has occurred, it is not possible to 
conclude that all aspects of the Year 2000 Issue that may affect the Company, including those 
related to customers, suppliers or other third parties, have been fully resolved. 
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Ea | Officers and Directors 


Erik Bentsen 
Senior Vice-President, Coast Logging 


Mr. Bentsen has worked 
in the forest industry in 
British Columbia for over 
30 years. Mr. Bentsen joined 
TimberWest Forest Corp. at 
its inception in 1997, and is 
responsible for the company’s 
logging operations. Prior to 

: 1997, Mr. Bentsen worked 
for TimberWest Forest Limited, Fletcher 
Challenge Canada, Crown Forest 
Industries and Crown Zellerbach Canada, 
in both engineering and increasingly sen- 
ior management positions. Mr. Bentsen 
graduated from the Forestry program at 
the British Columbia Institute of 
Technology. 


Gary D. Cowan 
Senior Vice-President, Corporate 
Development and Real Estate 


Mr. Cowan has a strong 
background in corporate 

~ development and real estate 
_ and has held senior manage- 
ment positions with Canadian 
Pacific, Marathon Realty, the 
Loewen Group and Intrawest 
Corporation prior to joining 
TimberWest. He has been 
involved in major mergers and acquisitions 
and real estate transactions throughout 
North America during his career as a 
lawyer and senior manager. 


Mr. Cowan holds a Bachelor of Arts 
(Economics) degree and a Law degree 
from the University of Alberta and is a 
member of the Urban Land Institute 
(U.S.) and the International Council of 
Shopping Centres. 


Scott A. Folk 
President and Chief Executive Officer 


Mr. Folk has worked in the 
forest industry in both Canada 
and the United States for 
over 20 years. Before joining 
TimberWest in 1999, he was 
President of James River 
Timber Corp., a $400 million 
U.S. solid wood and timber- 
land company which he guid- 
ed through an active phase of mergers, 
acquisitions, and subsequent divestitures. 
He was also responsible for wood pro- 
curement for parent company James River 
Corp. in his position as Vice President, 
Wood Resources. 


Mr. Folk’s expertise in the timber business 
is supported by his status as a Registered 
Professional Forester. He holds an 
Honours Degree in Forest Management 
from Lakehead University and a Forest 
Technology Diploma from the British 
Columbia Institute of Technology. He is 

a Director of the Forest Resource 
Association and a member of the Society 
of American Foresters. 


Donald E. McMullan 
Vice-President and Chief Forester 


Mr. McMullan has worked 
in the forest industry for 35 
years with forest land man- 
agement experience through- 
—@ out B.C. and in northern 

P Alberta. His background 
| includes operational forestry, 
silvicultural management of 

: all company forestry activi- 

ties, and responsibilities as Chief Forester 
first with B.C. Forest Products Limited and 
subsequently with Fletcher Challenge 
Canada. Mr. McMullan assumed his pres- 
ent role at the inception of TimberWest 
Forest Limited in 1994 and continued in 
the position with the creation of 
TimberWest Forest Corp. in 1997. He has 
served in various leadership roles within 
industry-wide initiatives and industry- 
government joint projects. 


Mr. McMullan holds a Bachelor of Science 
degree from the University of British 
Columbia and is a Registered Professional 
Forester with the Association of B.C. 
Professional Foresters and is a member 
of the Canadian Institute of Forestry. 


Beverlee Park 
Vice-President Finance, 
Chief Financial Officer and Secretary 


Ms. Park was recently 
appointed as TimberWest’s 
Vice President of Finance 
and Chief Financial Officer. 
Prior to this appointment, 
she was the Company's 
Controller and Secretary. 
Ms. Park joined TimberWest 
Forest Corp. at its inception 
in 1997, having previously held a similar 
position with TimberWest Forest Limited. 
Prior to joining TimberWest, Ms. Park 
worked in various senior management 
positions with BC Hydro. 


Ms. Park is a Chartered Accountant who 
holds a Bachelor of Commerce degree 
from McGill University and is currently 
completing her Masters of Business 
Administration at Simon Fraser University. 


Dr. Lawrence C. Promnitz 
Director, Strategic Planning 


Dr. Promnitz joined 
TimberWest Forest Corp. at 
its inception in 1997 and has 
been responsible for various 
business and development 
functions. Prior to joining 
TimberWest, Dr. Promnitz 

' worked for TimberWest 

"+ Forest Limited, Fletcher 
Challenge Canada, Crown Forest 
Industries, Crown Zellerbach Canada and 
Crown Zellerbach Corporation. During his 
career, Dr. Promnitz has held roles in busi- 
ness planning, IT management, forest 
information management and forestry 
research. Prior to joining industry in 1977, 
Dr. Promnitz was Associate Professor with 
joint appointments in the Departments of 
Statistics and Forestry at lowa State 
University. 


Dr. Promnitz has a Bachelor of Science 
degree from Southern Illinois University 
and a Master of Science and Doctor of 
Philosophy in Forest Biometrics from 
lowa State University. 


William C. Brown (1)(2)(3) 
Director 


Following a lengthy career in 
the Canadian sugar industry, 
Mr. Brown retired as 
Chairman of BC Sugar in 
1998. Until 1997, he was 
President and CEO of BC 
Sugar, as well as Chairman 
and CEO of its subsidiaries: 
Rogers Sugar Ltd., Lantic 
Sugar Ltd. and Refined Sugars Inc. 


Mr. Brown is a director of Westcoast 
Energy Inc., Duke Seabridge Ltd., and 
Coast Tractor and Equipment Ltd. He has 
served as Vice Chairman of the Business 
Council of B.C., director of the Vancouver 
General Hospital Foundation and trustee of 
the National Institute of Nutrition. He is a 
past Chairman of the Canadian Sugar 
Institute and of the World Sugar Research 
Organization. 


Thomas A. Buell (1)2) 
Director 


Mr. Buell’s expertise in the 
Canadian forest industry was 
_ gained primarily at Weldwood 
- of Canada Limited, an inte- 
grated forest products com- 
pany. Mr. Buell joined 
Weldwood in 1964, serving 
as President and CEO from 
1975 to 1992, and Chairman 
of tr the Board from 1979 to 1996. He contin- 
ues to serve as Director/Consultant of the 
company. 


Mr. Buell is a director of Placer Dome Inc., 
B.C. Gas Inc., Trans-Mountain Pipe Line 
Company Ltd., La Farge Corporation, and 
St. Paul’s Hospital Foundation. He is also 
a member of the Advisory Council, Faculty 
of Commerce and Business Administration, 
University of British Columbia. 


V. Edward Daughney °)(*) 
Director and Chairman 


Mr. Daughney has been 
the Principal and President 
‘of Merit Kitchens Ltd., 

! McDonald Supply and 

' CanWest Wholesale since 
1989. Merit manufactures 
kitchen cabinets and 
distributes them throughout 
Western Canada, the 
United States and Japan. Prior to 1989, 
Mr. Daughney served as President of 
First City Trust and Roxy Petroleum. 


Past Chairman of the Export Development 
Corporation, Mr. Daughney has also 
served as a director of a number of 
Canadian companies. 


Paul J. McElligott ‘')@) 
Director 


President and CEO of British 
Columbia’s BC Rail Group 
of Companies since 1989, 
Mr. McElligott has extensive 
experience in B.C.’s real 
estate, rail transportation, 
| and deep sea port terminal 
operations sectors. Prior to 
joining BC Rail, he was 
prasdenk of Voyageur Enterprises Ltd., 
North America’s third largest inter-city 
bus company. 


Mr. McElligott is a director of the Railway 
Association of Canada, the Western 
Transportation Advisory Council, the 
Vancouver Board of Trade, the Canada- 
Japan Society, and the Greater 
Vancouver Gateway Council. 


Anthony J. Petrina (°)°) 
Director 


Former President, CEO and 
director of Placer Dome Inc., 
’ Mr. Petrina is a leading 

Canadian expert in mining. 
He retired in 1992, following 
32 years with Placer Dome, 
and more than four decades 
in the mining industry. 


Mr. Petrina is a past Chairman of both the 
Mining Association of B.C. and the Mining 
Association of Canada. He is a director 
of WAJAX Ltd., INMET Mining Corp., 
Miramar Mining Corp. and Pacific Rim 
Mining Corp., and a former member of 
the Queen’s University Advisory Council 
on engineering. 


Kenneth A. Shields (1)(°) 
Director 


Mr. Shields is Chairman and 
CEO of Goepel McDermid 
Inc., a leading Canadian 

| investment firm. He has 
been an active member of 
Western Canada’s business 
and financial community 
for over 25 years. 


Mr. Shields is a past Governor of the 
Vancouver Stock Exchange, a past 
President of the Vancouver Society of 
Financial Analysts, and a past Chairman 
of the Investment Dealers Association 
of Canada. 


(1) Member of the Audit Committee 

(2) Member of the Environmental 
Committee 

(3) Member of the Governance 
Human Resources and 
Nominating Committee 

(4) Chairman of the Board 
of Directors 


The Company does not have an 
Executive Committee of the Board. 


Head Office 
TimberWest Forest Corp. 


Suite 2300 - 1055 West Georgia St. 


P.O. Box 11101 
Vancouver, BC V6E 3P3 


Telephone 604 / 654 4600 


Visit us at our web site: 


Beaver Cove 
P.O. Box 9000 
Port McNeill, BC. VON 2RO 
Telephone 250 / 928 3023 


Cowichan Woodlands 

9370 S. Shore Road 
Mesachie Lake, BC VOR 2GO 
Telephone 250 / 749.7700 


Honeymoon Bay 


Crofton, BC VOR 1RO 
Telephone 250/749 6805 


Johnstone Strait 

P.O. Box 2500 

Campbell River, BC V9W 5C5 
Telephone 250 / 287 9181 


Mount Newton Seed Orchard 


R.R. No. 2 
Saanichton, BC VOS 1MO 
Telephone 250 / 652 4211 


Nanaimo Lakes 


5055 Nanaimo River Road 
Nanaimo, BC V9X 1H3 
Telephone 250/754 3206 


Oyster River 


P.O. Box 2500 
Campbell River, BC V9W 5C5 
Telephone 250/830 2800 
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Cowichan Lumbermill 


Youbou, BC VOR 3E0 
Telephone 250/745 3311 


Elk Falls Lumbermill 


#1 Quality Drive 

P.O. Box 3300 

Campbell River, BC VOW 8A3 
Telephone 250 / 287 5700 


Stuart Channel Wharves 


P.O. Box 40 
Crofton, BC VOR 1RO 
Telephone 250 / 246 3234 


Lumber Marketing 


Telephone 604/654 4530 
Facsimile 604 / 654 4632 


Log Marketing 


Telephone 604 / 654 4545 
Facsimile 604 / 654 4554 


Montreal Trust at its principal 
offices in Vancouver and Toronto. 


KPMG LLP 
Vancouver, British Columbia 


Stapled Units 
(Symbol: TWF.UN) 


The Toronto Stock Exchange 


Beverlee Park 


Vice-President Finance, 

Chief Financial Officer and Secretary 
Telephone 604/654 4600 
Facsimile 604/654 4662 

E-mail invest@timberwest.com 


The Annual Meeting of the Unitholders 
will be held on Tuesday, April 18, 2000 
at 11:00 a.m. at the TSE Conference 
Centre, Toronto, Ontario. 
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